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ECENT critics of the Public 
R Service Commissions contend 

that these bodies are no longer 
functioning efficiently. This, they 
Say, is indicated by the increasing 
number of decisions in which either 
fate increases are permitted or reduc- 
tions desired by the consumer-public 
are disallowed. 

Proponents of the Commissions 
deny these allegations and present by 
way of proof voluminous instances 
of rate reduction ordered by them in 
recent years and the large customer 
savings effected thereby. Underlying 
this discussion is the assumption that 


rate reduction is a proper measure of 
the efficiency of Public Service Com- 
missions. 

This assumption raises four ques- 
tions : 

First: what was the origin of this 
measure ? 

Second: is it sufficiently compre- 
hensive to serve as an adequate test 
of Public Service Commission effi- 
ciency? 

Third: what has been the effect of 
its use in the past? 

Fourth: what is likely to be the 
effect of the continued use of this 
measure in the future? 
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HE idea of rate reduction as a 

measure of the efficiency of Pub- 
lic Service Commissions was not de- 
duced from any duty to lower rates 
imposed upon these bodies by their 
enabling acts. Though these laws 
make it incumbent upon the Commis- 
sions to prevent unreasonable and dis- 
criminatory rates and service, they 
do not enjoin upon them any obliga- 
tion to effect this objective by reduc- 
ing rates. Nor do they imply that the 
Commissions should do this in the 
performance of their function of con- 
trolling rates and service except in so 
far as rate reduction might be neces- 
sary to bring them within the rule 
of reason. 

As a matter of fact, this measure 
seems to have been the outgrowth of 
certain collateral circumstances at- 
tendant upon the passage of the Pub- 
lic Service Commission laws and their 
early enforcement. It is generally 
conceded by students of public utility 
regulation that the primary reason for 
the creation of Public Service Com- 
missions and the bestowal upon them 
of rate and service-making power was 
the universal belief that these aspects 
of the utilities placed under their 
jurisdiction were unreasonable both 
absolutely and relatively. And, in 
many cases, this opinion was probably 
justified by the facts. At any rate, 
the Commissions immediately upon 
their inception instituted a campaign 
of rate reduction, service improve- 
ment, and elimination of discrimina- 
tion in all of its diverse forms which 
did not spend its force until 1917. 
During this entire period decisions 
favorable to the utilities were the ex- 
ception rather than the rule. Most 
of these made sweeping reductions in 


rates and some even ordered con- 
comitantly marked improvements in 
service. This course of events natu- 
rally crystallized in the minds of the 
consumer-public the idea that the duty 
of maintaining reasonable and non- 
discriminatory rates and service with 
which the Public Service Commissions 
were charged necessarily presupposed 
a continued downward revision of 
rates and from this idea it was easy 
to conclude that rate reduction was a 
proper measure of Public Service 
Commission efficiency. 


HAT rate reduction is indicative 

of Public Service Commission 
efficiency under certain conditions is 
indisputable. It is equally true, how- 
ever, that it is not sufficiently compre- 
hensive to be used universally for this 
purpose. Economic, social, and politi- 
cal institutions are created for definite 
objectives and the accomplishment of 
such objectives should be the logical 
measure of their efficient functioning. 
Public Service Commissions, as we 
have seen, were originated to bring 
about reasonable and non-discrimina- 
tory rates and service. Their eff- 
ciency, therefore, can be measured 
only by the extent to which they affect 
this purpose or by some necessary and 
invariable corollary of its attainment. 
Though rate reduction is a corollary 
of the purpose for which Commissions 
were instituted, it is neither a neces- 
sary nor an invariable one. For the 
duty of guaranteeing reasonable and 
non-discriminatory rates and service 
enjoined upon these bodies by their 
enabling acts may compel a stationary 
or an increasing as well as the decreas- 
ing general level of rates presupposed 
by this criterion. It would be just 
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Economic Forces that Tend to Keep 
Utility Rates Down 


“Forces other than Commission influence 
have been working for lower rates and bet- 


ter service. 


Even had there been no Com- 


missions, the possibility of profits arising 
from rate reductions and improvements in 
service under the conditions of demand and 
cost would have exerted a compelling in- 


fluence in that dtrection.” 





as logical to use the number of con- 
victions secured under our judicial 
system as a measure of its efficiency. 
As a matter of fact, the product of 
Public Service Commissions is prob- 
ably too intangible and difficult of 
analysis to be measured with any rea- 
sonable degree of exactitude, at least 
by the use of a single yardstick. Per- 
haps, the best single measure would 
be one involving the qualifications of 
the Commissioners rather than the ex- 
tent to which they attain the object of 
their creation. Such a measure would 
reside in their ability and integrity. 

In other words, probably the best 
way to test the work of Public Service 
Commissions is to see that only com- 
petent Commissioners are selected and 
then give them an opportunity to fol- 
low the dictates of their intelligence 
and conscience. 


AS things have stood in the past, 
this measure seems to have 
functioned fairly well. It has unques- 
tionably stimulated the Commissions 
to exert their influence in the direction 
of lower rates and improvements in 


Service. Moreover, these results have 


not been secured at the expense of 
utility labor and investors, the other 
parties interested in public utility 
operation. This has been possible be- 
cause the rates of some utilities at the 
time of the inception of the Commis- 
sions were, as we have seen, too high. 
Of even more importance, perhaps, 
has been the fact that the newness of 
the industries concerned enabled re- 
ductions in rates and any expenses 
attendant upon improvements in serv- 
ice to be offset in many cases by modi- 
fications of production technique re- 
ducing costs. At the same time, the 
enormous expansion in demand gen- 
erally accompanying the lower rates 
and better service—a consideration 
also due in part to the newness of 
these industries—combined with the 
fact that most of the public utilities 
are subject to the law of decreasing 
costs operated in the same direction. 
For, under such conditions, the in- 
creased demand so caused necessarily 
resulted in decreased unit costs. Very 
often, this reduction in unit costs was 
of itself sufficient to offset any finan- 
cial burdens imposed on the utilities 
by the lower rates and better service 
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and even leave a substantial residue 
of profit. 


Ae explanation of the downward 
trend of rates and improve- 
ments in service characterizing the 
public utility industries in the past, 
however, should not attribute too 
much influence to the pressure of 
Public Service Commissions in this 
direction. For, throughout this en- 
tire period, forces other than Com- 
mission influence have been working 
for lower rates and better service. 
Even had there been no Commis- 
sions, the possibility of profits aris- 
ing from rate reductions and im- 
provements in service under the con- 
ditions of demand and cost mentioned 
above would have exerted a compel- 
ling influence in that direction. More- 
over, the various public utility busi- 
ness units have been exposed from 
their very inception to more or less 
severe competition which naturally 
stimulated rate reductions and service 
improvements. 


HIS competition has come in part 

from business units providing an 
identical product for similar uses.. In 
the past such competing units were 
usually located in the same commun- 
ity and so catered to the same market. 
Mergers and consolidations, however, 
have gradually reduced this type of 
competition to the “threat stage.” 
But even in this form it probably still 
influences rates and service to some 
extent. This is especially so in the 
gas and electric light and power in- 
dustries where it usually assumes the 
form of the threatened erection of a 
municipal plant or the installation of 
individual producing units. So great 


have been the improvements in the lat- 
ter source of these services both on 
the side of technical structure and 
manufacturing methods that should 
central station prices rise materially 
or their service be impaired it would 
have to be reckoned with in many 
localities. 


M” recently, competition has 
sprung up between public util- 
ity business units providing an iden- 
tical service to different communities. 
This aspect of public utility competi- 
tion is most marked in the gas and 
electric light and power industries. Its 
prevalence there is the result of the 
growing industrial load of these in- 
dustries, which encourages rate cut- 
ting and service melioration for the 
purpose of attracting businesses, us- 
ing their products to locate within 
their market area and once there, to 
operate at minimum costs. For, the 
greater the number of such industrial 
customers and the larger their output, 
the more gas or electricity consumed. 
Such competition may occur between 
utility units located in widely scattered 
communities, the only prerequisite be- 
ing geographical and economic ad- 
vantages on the part of the localities 
concerned sufficiently similar to make 
the matter of public utility service an 
important consideration in the deter- 
mination of costs. Obviously, this 
type of competition may become very 
severe if the interested communities 
believing that the general welfare is 
bound up with industrial development 
bring pressure on their utilities to 
lower rates and improve service with 
this object in view. 


. | ‘HE recent tendency to unify the 
control of utilities located in 
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places scattered over wide geographi- 
cal areas is probably operating to 
smother somewhat this aspect of pub- 
lic utility competition. It should be 
pointed out in this connection that 
such inter-community monopolies do 
not eliminate the waste and incon- 
venience of duplicated plant which is 
generally considered the most impor- 
tant social justification of local utility 
monopolies. This fact, combined 
with the further consideration that 
regulated monopoly can never func- 
tion as efficiently as competition in 
effecting rate reductions and service 
improvements, raises the question of 
how far the policy of regulated mo- 
nopoly should be applied to this newer 
phase of public utility monopoly. 
From their very inception, most of 
the public utilities have been exposed 
to competition from each other. This 
has been due to the fact that the prod- 
uct of several utilities can often be 
used for the same purpose. In the 
past, such inter-industry competition 
has often been very severe. The de- 
velopment in recent years of new uses 
for the products of many of these 
competitive utilities has operated to 
lessen somewhat the intensity of this 
aspect of public utility competition by 
facilitating some degree of functional 
specialization. A considerable amount, 
however, still remains. For, the serv- 
ices of several utilities can often per- 
form equally well many of these 
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newer uses and even when functional 
specialization has occurred, the threat 
of competition is ever present. 


review all of the public utility 
industries are also subject to 
competition from non-public utility 
industries. In some cases, this com- 
petition arises from the fact that these 
industries provide a good for the same 
use as one or more of the public utili- 
ties. Thus, electricity and gas when 
used as refrigeration agencies are 
confronted with competition from 
natural ice. In others, the non-utility 
industries so function by concentrat- 
ing the expenditures of potential con- 
sumers of public utility services not 
upon a substitute product, but upon a 
good, meeting an entirely different 
human need. This is possible because 
the limited size of the income of many 
public utility consumers compels them 
to pick and choose very carefully. 
Hence, a slight decrease in price or 
the exertion of a little more selling 
pressure in the case of an article whose 
usefulness is close to that of a given 
utility service will affect the volume 
of its sales and thereby stimulate price 
reductions and service improvements. 
The fact that an unusually large pro- 
portion of the consumers of public 
utility services have small incomes 
tends to make this type of competition 
more severe in their case than in that 
of industries not possessing this char- 


been exposed to competition from each other. This has 


q “From their very inception, most of the public utilities have 


been due to the fact that the product of several utilities can 


often be used for the same purpose. 


Practically 


all of the public utility industries are also subject to com- 
petition from non-public utility industries.” 
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acteristic. The tremendous technical 
advances in recent years making avail- 
able to even the poorer public utility 
consumers new consumption goods 
and reducing the prices of others to 
say nothing of the development of 
high pressure salesmanship has no 
doubt operated to make this aspect of 
public utility competition more severe 
than formerly. 


HE rates and service of public 

utilities whose product is dis- 
posed of through specialized consum- 
ing equipment have always been in- 
fluenced to a considerable extent by 
competition between the manufac- 
turers and distributors of equipment 
using both the same and competing 
services. Thus, a reduction in price 
or improvement in the service and 
efficiency of gas refrigerators result- 
ing from the competition of their 
manufacturers and distributors or 
from their competition as a group 
with the manufacturers and distribu- 
tors of electric refrigerators neces- 
sarily operates to decrease the demand 
for electricity and thereby stimulate 
the electric light and power companies 
to make recessions in rates and im- 
provements in service to maintain 
their existing level of demand. This 
would be especially likely if the manu- 
facturers and distributors of electric 
refrigerators were unable or unwilling 
to meet the new rate or service con- 
ditions established by their competi- 
tors in the gas refrigeration field. 


. fe type of pressure upon public 
utilities to reduce rates and im- 


prove service is obviously a logical 
consequence of the fact that the cost 
of providing the product of such utili- 
ties to their patrons is a joint cost of 


which a part is attributable to that of 
the product itself and a part to the 
cost of the equipment through which 
it functions in meeting human needs. 
Hence, a change in either of these cost 
factors will inevitably affect the de- 
mand for their service. 


| aver those utilities whose prod- 
uct is used by devices such as 
vacuum cleaners and washing ma- 
chines which supplant labor have often 
been subject to competition from that 
source. For in these cases, the 
entrepreneur, whether housewife or 
manufacturer, is constantly weighing 
the advisability of performing such 
tasks with implements consuming pub- 
lic utility services or with tools oper- 
ated wholly by labor power. Whether 
the one or the other is chosen depends 
to a considerable extent upon the 
wages and availability of labor as 
compared with the cost of the utility 
service so consumed and the relative 
cost and convenience of the equipment 
involved in the two cases. That such 
competition is a factor of some 
weight in the determination of public 
utility rates and service is apparent to 
anyone who has contrasted the operat- 
ing equipment of households and even 
factories in communities where labor 
is cheap and abundant with that in 
places where it is scarce and costly. 


[ should be pointed out that the in- 
fluence of competition in bringing 
about price reductions arid service im- 
provements in the public utility in- 
dustries is apt to be underestimated. 
The unusually large overhead costs 
peculiar to these business enterprises 
tend to cause a given level of com- 
petition to exert a greater influence on 
rates and service than it would in most 
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other industries. For, under such 
cost conditions, a decline in net profits 
resulting from a decrease in demand 
due to competition is magnified by the 
increased unit costs arising from the 
larger proportion of overhead allocat- 
ed to each unit of product under the 
new demand conditions. 

On the other hand, industries not 
characterized by large overhead costs 
would in such an event find their net 
profits impaired only in proportion to 
the decrease in demand and the pres- 
sure in the direction of lower rates 
and better service would, therefore, 
be correspondingly less. This tend- 
ency for the large overhead costs pe- 
culiar to public utilities to magnify the 
influence of a given level of com- 
petition upon service and rates is in- 
tensified by the restricted market and 
highly specialized and immobile na- 
ture of most of the capital involved in 
the elaboration of the products of 
these industries. For such consider- 
ations make it impossible for public 
utilities to widen the scope of their 
market, turn their capital to new use, 
or move it to other communities and 
thereby preclude them from meeting 
competition in any other way than by 
reducing rates and effecting improve- 
ments, decreasing costs and bettering 
service. It is obvious, therefore, that 
any person who is acquainted only 
with the effect of a given level of com- 
petition in other industries will tend 
to place too little emphasis upon the 
influence of a similar level in the de- 
termination of rates and service in 
the public utility field. 


A*™ underestimation of the effect 
of competition upon public 
utility rates and service resulting from 
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the operation of the forces mentioned 
above is likely to be aggravated in the 
case of those particular utilities whose 
product is used through the interven- 
tion of specialized equipment owned 
by consumers because of their un- 
willingness to junk this equipment. 
A public utility of this type, when 
confronted by competition in the 
shape of lower prices or improved 
service, can in many cases restore the 
previous price and service equilibrium 
in anticipation of, rather than subse- 
quent to, the wide shifting of demand 
which would occur under similar con- 
ditions in both utility and non-utility 
business enterprises whose product is 
used directly by consumers. The ab- 
sence, therefore, of this characteristic 
phenomenon of competition naturally 
tends to cause the superficial observer 
to conclude that competition itself is 
either non-existent or at least of 
minor importance. Thus, a decrease 
in the price of gas for cooking does 
not immediately result in a marked 
decrease in the demand for electricity 
for this purpose. Some time must 
elapse before the consumers of elec- 
tricity can economically junk their 
electric ranges and purchase gas 
stoves. Eventually, of course, if the 
new price relationship remains un- 
changed, they would make this substi- 
tution. Recognizing this fact, the 
producers of electricity will avail 
themselves if possible of the oppor- 
tunity to make the price or service 
changes necessary to maintain their 
competitive position before the de- 
mand for electricity has materially 
decreased. For they know that any 
losses in demand so caused cannot be 
regained until their former customers 
can economically dispose of their new 
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Neither Low Nor High Rates Can Be Accepted Universally 
as a Measure of Commission Efficiency 


“That rate reduction is indicative of Public 
Service Commission efficiency under certain con- 


ditions is indisputable. 


It is equally true, how- 


ever, that it is not sufficiently comprehensive to 


be used universally for this purpose. 


Economic, 


social, and political institutions are created for 

definite objectives and the accomplishment of 

such objectives should be the logical measure of 
their efficient functioning.” 





gas ranges, a consideration necessari- 
ly involving the passage of a consid- 
erable length of time. And it is 
equally obvious that in such an event 
anyone who has been accustomed to 
associate competition more with the 
wide shifting and counter-shifting of 
demand accompanying price and serv- 
ice changes under competitive condi- 
tions than with the less spectacular 
price and service changes themselves 
will tend to underestimate the extent 
to which it is operative. 


iy would seem, therefore, that the 
pressure of Public Service Com- 
missions has been only one of many 
diverse, insistent, and subtle forces 
which have been working in the past 
for lower rates and improved service 
in the public utility industries. 
Furthermore, it is more than proba- 
ble that in many cases the influence of 
the Commissions in bringing about 
such changes has been limited to sim- 
ply accelerating the operation of 
forces working independently in the 
same direction. That this conclusion 
is not unwarranted is indicated by the 


volume of rate reductions and im- 
provements in service made by the 
utilities voluntarily. It should also be 
borne in mind in this connection that 
however much Public Service Com- 
missions may desire to lower rates 
and improve service and believe that 
it can be done by specific changes in 
production technique, their accom- 
plishment of this objective is consid- 
erably hampered by the fact that the 
burden of proof is on them to show 
the technical and economic feasibility 
of such changes. And this, it is par- 
ticularly difficult for Commissions 
bound by principles of justice as un- 
derstood in regulatory parlance to do. 

Whatever may have been the social 
effect in the past of the use of rate 
reduction as a criterion of Public 
Service Commission efficiency, the 
fact remains that its continued use 
will eventually lead to serious anti- 
social consequences. Improvements 
in production technique reducing costs 
which, as we have seen, have been a 
common device for offsetting financial 
burdens entailed by rate reductions 
and service improvements, must in- 
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evitably become increasingly difficult 
and expensive to elaborate, as all of 
the more obvious and easier of accom- 
plishment technically are effected. 
Nor can the enormous increases in 
demand which formerly accompanied 
rate reductions and service improve- 
ments and tended to provide increased 
income to meet any losses eritailed by 
them continue indefinitely. 


:* view of such considerations, the 
persistent use of rate reduction as 
a criterion of Public Service Commis- 
sion efficiency must sooner or later so 
reduce the gross income of the utili- 
ties as to seriously restrict the funds 
available for maintaining and im- 
proving service. The resulting im- 


pairment of service will naturally de- 
prive the patrons of these industries 
of gratifications that otherwise would 


be available. It may be argued, of 
course, that any deprivation of grati- 
fication incurred by public utility con- 
sumers in this way will be offset by 
an equal amount of pleasure secured 
by them from the expenditure of the 
savings in rates so caused. 
Assuming for the moment the 
possibility of such savings being avail- 
able for the purchase of consumption 
goods not previously at the disposal 
of the utility consumers, still, the 
comparatively more necessitous char- 
acter of public utility services would 
tender any gratification secured by 
them from the expenditure of these 
savings a wholly inadequate compen- 
sation for that lost through being de- 
prived of a commensurate amount of 
public utility service. Thus, if a 
higher rate would enable a telephone 
subscriber to secure a doctor more 
quickly than otherwise would be the 


case, it might save the life of some 
member of his family. Similarly, if 
better service means the movement of 
street cars at shorter intervals and 
with greater punctuality, the result 
would be less waiting on street cor- 
ners by street railway patrons with 
the concomitant possibility of acquir- 
ing a fatal cold. 

In other words, public utility serv- 
ices in many cases are so important 
to human welfare that society cannot 
afford to be without the best technic- 
ally possible. 


s a matter of fact, it is more than 
likely that any savings in rates 
enjoyed by public utility consumers at 
the expense of service is usually offset 
to a considerable extent by a propor- 
tional increase in the costs of operat- 
ing the homes and business establish- 
ments of the communities concerned. 
For the good telephone service men- 
tioned above not only protects the 
health of a community but also en- 
ables both its housewives and busi- 
ness men to perform a given volume 
of business in less time, a considera- 
tion naturally reflected in reduced 
costs of operating the institutions pre- 
sided over by them. If this is so, 
then, to the extent that it occurs, a 
community would obviously receive 
no gratification to offset that lost be- 
cause of the poor service since, under 
such conditions, any consumer savings 
in rates will inevitably be absorbed by 
higher household expenses and prices 
of other goods consumed by them. 


[’ should be pointed out that the evil 
social effects resulting from the 
tendency for rate reduction as a meas- 
ure of Public Service Commission 
efficiency to impair service under the 
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circumstances assumed above will be 
intensified by the fact that such re- 
ductions in rates will occur at the very 
time when improvements enhancing 
service can only be made at increasing 
costs. In other words, the tendency 
will be, if this measure continues to 
be used, to reduce rates when the 
maximum service technically possible 
which society has a right to expect 
from its utilities demands that they 
be increased. 

However harmful the continued 
use of this measure may be to public 
utility consumers, it is apt to be even 
more detrimental to the interests of 
their employees. 

Public utility employees constitute 
a large and rapidly-growing group of 
the countries’ laboring force. At the 
same time, they both absorb a large 
proportion of the gross income of 
these industries and possess weak bar- 
gaining power. This being so, any 
restriction of the gross income of 
public utilities entailed by the use of 
rate reduction as a measure of Public 
Service Commission efficiency must 
eventually be reflected to some degree 
in the wages and salaries paid by 
them. And, to the extent that this 
occurs, the employees of these indus- 
tries will be sacrificed for the benefit 
of public utility consumers. Any in- 
justice so caused assumes an added 
significance when we recall that the 
patrons of public utilities are either 
wealthy or at least better off finan- 


cially than the majority of their em- 
ployees. It may also be pointed out 
that any impairment of wages and 
salaries arising from the use of rate 
reduction as a test of Public Service 
Commission efficiency will also tend 
to be reflected in service by discourag- 
ing talented men from choosing these 
industries as their life work and this, 
too, at the very time when ability is 
especially necessary to effect improve- 
ments in production technique, reduc- 
ing costs, and meliorating service gen- 
erally. 


| pemsore the persistent use of this 
measure must inevitably result in 
social waste. For such a policy can- 
not but be reflected sooner or later in 
rates which encourage uneconomical 
consumption of public utility services 
and to the extent that this occurs 
land, labor, and capital will be con- 
sumed which otherwise could be de- 
voted to the production of necessary 
goods and services. In fact, it is 
probable that even at the present level 
of rates the services of some of the 
utilities are not being used as eco- 
nomically as the highest welfare of 
society demands. In some cases, this 
wasteful consumption takes the form 
of deliberate use of the service when 
it is not needed; in others, it is due to 
the fact that rates are not sufficiently 
burdensome to induce consumers to 
adopt efficient methods of using con- 
suming equipment. 





Who Will Pay for the Pensions Granted 
to Public Service Employees? 


H ERE is a pertinent query that opens up a broad subject which is destined 

to command an increasing amount of public attention with the grow- 

The first article on 

this important topic will appear in the coming issue of Pustic UTILITIES 
ForTNIGHTLY. 


ing demand for protection for incapacitated workers. 
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The Bargain Idea Is Not Applicable 
to Utility Service 


STREET railway company in a cer- 
A tain city was in bad financial way. 
A banker, who was interested in the 
bonds of the company, suggested that 
the city purchase the property and 
operate it. He said the city could get 
the railway at a bargain, probably for 
a quarter of what it would cost even 
in its depreciated condition. 

Why, then, he argued, should the city 
not take advantage of this opportunity ? 

The answer to that question would 
depend upon whether the purchase 
would be profitable in the long run. 
There is something more to the owner- 
ship of a street railway than posses- 
sion of the tracks and cars. Ownership 
includes the obligation to serve. Serv- 
ice is a continuous performance. The 
physical structures wear out. 

Purchase of the property at a bar- 
gain would be only a temporary ad- 
vantage. The time would be sure to 
come when new tracks and rolling stock 
would have to be ordered. The hope 
of the people for low rates built upon 
the idea of the low original capital out- 
lay, would be destroyed when the time 
for replacements came. 

Even if the railway company made 
the city a present of its property, and 
fares for the present were fixed with a 


view of merely covering operating ex- 
penses, they could not be continued in- 
definitely on that basis. 

It may be that a city could build a 
new railway and operate it cheaper than 
it could be built and operated by pri- 
vate enterprise. That is another ques- 
tion, one upon which doctors disagree. 
But the banker was arguing for the 
purchase at a bargain, as if that settled 
the question of permanent operating 
costs. Failure to consider the continu- 
ous nature of utility service is a mis- 
take which persons often make in deal- 
ing with utility regulating problems. 

The difference between the value and 
investment theories of rate making, for 
example, do not amount to as much in 
normal times as the extreme advocates 
of either theory seem to think. The 
results of the two theories tend to get 
closer and closer together all the time. 
It would not, for instance, make much 
difference to a company whose plant 
is built at present day costs whether 
the rate base were fixed on reproduc- 
tion cost or prudent investment. 

One theory or the other may be a 
temporary advantage to either side, like 
the purchases of a street railway at a 
bargain. But the advantage is not 
permanent. 


Tharry C Spoer 


























When Uncle Sam Becomes a 
Competitor to Private Business 


ie has been the general policy of the government to keep out of com- 
petitive private business enterprises. In view of the present political 
controversy that is raging over the project of injecting the govern- 
ment into the public utility industry, this survey of Uncle Sam as a 
business man—written by a man who frankly concurs in President 
Hoover’s purpose to “keep the government out of business”—is in- 
formative and timely. It will be answered by an equally frank advo- 
cate of the other side. 


By WILLIAM ATHERTON DU PUY 


HE Government of the United 
States has long had a firmly 
established policy of keeping 
out of business and maintaining an 
open field in which citizens might 
compete with one another. It has 
said that it would perform none of 
those services which might be exe- 
cuted through the competitive activi- 
ties of individuals in the normal 
course of earning bread and butter, 
silks and sables. 

Yet an examination of the activi- 
ties of the Government will show 
that, year after year, decade after 
decade, it is at many points violating 
its own long-established and funda- 
mental tenet. 

This violation comes about because, 
in its many activities, situations arise 
in which the circumstances seem to 
call for a different procedure, or be- 
cause the interests of selfish groups 
or of groups whose training or asso- 


ciations place them in opposition to 
the established theory. 
Take a few examples: 


Fe engineers are still spending 
directly many millions of dol- 
lars every year on river and harbor 
work that might better be done by 
contract. They are spending other 
millions on day labor for construc- 
tion and repair about military posts 
on work that should go to those in 
the construction industry. 

The Navy Department owns and 
operates a factory that makes power 
in competition with those in the in- 
dustry. 

The Post Office Department oper- 
ates a factory that produces millions 
of dollars worth of mail bags, mail 
boxes, locks, keys, whatnot, every 
year. 

The Government spends some $15,- 
000,000 a year in the operation of a 
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printing office when, under the rules 
of manufacture, it could do better if 
its work were handled by the printing 
industry. 

The coasts of the Nation are dotted 
with navy yards that are maintained 
for the manufacture and repair of 
ships and other naval armament in 
direct competition to privately owned 
shipyards. Aside from the violation 
of a basic governmental principle the 
cost of production in them, plus the 
expense of their maintenance when 
not in operation, makes that produc- 
tion more expensive than production 
through privately owned plants. 


HEN the Government conducts 

any of these enterprises it is 
said to perform them by “day labor” 
rather than by contract. It is the day 
labor method that is generally con- 
demned. Nation, state, municipality, 
have executed day labor tasks through 
the decades and they have universally 
turned out to be expensive and un- 
wise. Day labor seems to have been 
demonstrated as construction’s great- 
est folly when applied to public works. 
It is known by all students of the 
problem as being fundamentally and 
indefensibly wrong. It is wrong as 
shallow plowing on the worn out farm 
was wrong in the nineties. Yet it 
possesses insinuating qualities that 
cause it, strangely, to persist. What 
is meant by the term, “day labor” 
may possibly be better illustrated by 
example than otherwise. 


oe in 1905 the Reclamation 
Service wanted to drill through 
a rock mountain out in Colorado, a 
tunnel five miles long and big enough 
to accommodate a river. It was a 
job much like that which is soon to 


be handled at Boulder Dam. It would 
turn this river through the tunnel and 
bring it out on desert plains which it 
might transform into productive 
orchards. It was the tumultuous 
Gunnison river that was to be di- 
verted and the hole through the moun- 
tain was to be known as Gunnison 
Tunnel. 

Government engineers estimated 
that it would cost $1,200,000 to drive 
this tunnel. They asked for bids 
from contractors and the lowest of 
these was $1,541,000. Reliable con- 
tractors would bond themselves to 
complete the job at that price. 

This figure was thought to be too 
high. The Government decided to 
buy the machinery, the materials, the 
supplies, hire the men, and dig the 
tunnel itself. Doing so would be per- 
forming this task by the day labor 
method. It did perform it in that 
way. The cost was a little more than 
$3,000,000—about twice what it 
would have cost to have done it by 
contract. 

This added cost was not accidental. 
It is the inevitable result of having 
work done in this way. It was the 
result of the method employed. Con- 
struction by day labor always works 
out so. The fact has been demon- 
strated thousands of times. It is the 
wrong method of construction yet it 
persists. 


Spree of millions of dollars 
of public money go into day 
United 
Much of the river 
and harbor work of the Government 


labor construction in the 


States every year. 


is done by day labor. The state of 
Michigan builds its roads by day 
labor. The cities of Wilmington, 
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Delaware, and Portland, Oregon, 
pave their streets, install their sewers 
by day labor. School houses, bridges, 
hospitals, water systems, continue to 
be constructed by a method known to 
be wrong and unnecessarily expensive 
to the taxpayer. 

The city of Detroit, some years 
ago, set out to build a municipal gar- 
age. The structure was to cost $550,- 
000. The work was turned over to 
the Motor Division of the Police De- 
partment, and was to be done by day 
labor. After $700,000 had been spent 
in this method builders of the city got 
out an injunction to stop the wastes 
that had become so flagrant. 

The state of California found itself 
faced with the task of constructing 
twenty improved roads. It built ten 
of them by contract and ten of them 
by day labor. Taking the estimates 
of cost made by the engineers as a 
basis, it was found that the ten roads 
built by contract cost 39 per cent more 
than the estimate, while the ten roads 
built by day labor cost 193 per cent 
more than the estimates. 


HE classic example of day labor 
construction, however, is that of 
the Wilson Dam at Muscle Shoals, in 
Alabama. The engineers estimated 
that it would cost $10,000,000 to erect 
that structure. It was decided, how- 
ever, that it should be done by the day 
labor method. Through the years the 
work has been prosecuted on that 
basis. It is not yet completed. Al- 
ready, however, some $40,000,000 
have been spent on it. 
Had the contract, under bond, been 
awarded at $10,000,000 the govern- 
ment would have been $30,000,000 


richer. 
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-_ two methods of building, 
by contract or by day labor, need 
elaboration if the public is ever going 
to come sufficiently to understand 
them, that it will stop doing the wrong 
thing. The a, B, c of the problem 
may be encountered in the average 
man’s problem when he decides to put 
up a store building on that vacant lot 
he has on Maple street which may be 
growing into a business section. 

An architect is employed and draws 
plans for the proposed building. He 
sets down the thing which is to be 
done. A two-story building, intended 
as a store downstairs and a doctor’s 
office upstairs is to be put up. There 
are two methods of proceeding from 
that point. 

Under the day labor method the 
architect may be instructed to buy ma- 
terials, hire bricklayers, carpenters, 
plasterers, and put them to work. 
Subcontracts must be made with 
plumbers, electricians, painters. Yet 
the architect is not a constructor. He 
is quite unlikely to know the market 
on materials. It is not his business. 
He may not be master of the local la- 
bor situation nor a successful handler 
of men. This is out of his line. He 
has never handled a strike. He does 
not own the plant, the machinery, 
necessary to this work. It must be 
bought and charged up against the 
job. He has not demonstrated that 
he has the driving force to get things 
done, the ability to meet such an 
emergency as the advent of a cyclone, 
or a death-dealing explosion. He 
gives no guarantee that he will com- 
plete the job at a given price. He 
pays no penalty if the work is not 
done in a given time. Nobody checks 
the work of this architect as an in- 
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The High Cost of Construction of Public Works 
by the “Day Labor” System 


6 HEN the Government conducts amy of these (con- 

structural) enterprises it performs them by “day 
labor” rather than by contract. It is the day-labor method 
that is generally condemned. Nation, state, municipality, 
have executed day-labor tasks through the decades and 
they have universally turned out to be expensive and un- 
wise. Day labor seems to have been demonstrated as 


construction’s greatest folly when applied to public works. 
It is known by all students of the problem as being funda- 


mentally and indefensibly wrong.” 





surance against dishonesty, careless- 
ness, or incompetence. 

Or the owner may build by con- 
tract. 

Under this method he asks for 
bids. The contractors of the com- 
munity will submit competitive bids 
for the job. They are men who are 
accustomed to doing just this sort of 
thing. They are in a highly com- 
petitive and speculative business, have 
established themselves in it. They 
have the machinery for doing the job. 
They are accustomed to buying ma- 
terials that go into buildings. They 
have handled labor all their lives, and 
would have ceased to be contractors 
long ago if they had not done it suc- 
cessfully. 

The contractor is accustomed to 
meeting all sorts of emergencies, 
floods, strikes, panics, whatnot. He 
assumes responsibility for them. He 
contracts to complete the structure 
for a certain price. He has had to 
make that price fairly low to get the 
job. He has been the lowest bidder. 
He has pledged himself to finish it by 
a certain date. He will pay a forfeit 


for every day he runs over. At every 
stage of the work the owner’s repre- 
sentative inspects the work to see that 
it is up to specifications. Thus is 
work done by contract. 


B* day labor, work is done by ama- 
teurs who suffer no consequences 
for failure. By contract it is done by 
professionals who sacrifice profits and 
pay penalties for their mistakes. All 
the probabilities are for the failure of 
the one method and success of the 
other. The record shows that the two 
methods work out in practice in ac- 
cordance with these probabilities. 
One wonders, under the circum- 
stances, why day labor should exist. 
As a matter of fact it does hardly 
exist in actual construction except in 
the execution of public works. Pri- 
vate enterprise everywhere resorts to 
the contract method. It must meet 
competition and it could not do this 
if it had twice as much money tied up 
in its structures as did its competitors. 
Railroads are built by contract. The 
steel frames of office buildings so rear 
themselves. Ships take form under 
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signed and sealed contracts. Dams 
convert valleys into reservoirs, slug- 
gish streams become ship canals by 
dint of work done by contract. 

If the Pennsylvania Railroad wants 
to throw a bridge across the Ohio 
river, despite the fact that it has 
infinite experience in just this thing, 
it writes its specifications and calls 
in the contractors. Even when it 
wants to put in a typical village sta- 
tion-house such as it has built a 
thousand times before, it lays down 
its requirements and asks for bids. 
The owner of a chain of theatres 
builds its houses in each town by con- 
tract. Far-flung automobile agency 
buildings are put up in the same way. 
So are the buildings of chain stores, 
or gasoline stations, or refrigeration 
plants. Private enterprise builds by 
contract because it was long ago 
demonstrated as the economical way 
of doing so. 


ce Federal Government has 
vacillated in its method of build- 
ing. The supervising architect of the 
Treasury Department, for instance, 
has charge of all public buildings such 
as post offices that are put up. The 
recent Congress provided that $165,- 
000,000 should be spent for such 
buildings during the next few years. 
They will all be built by contract. 
The Treasury Department never re- 
sorts to day labor. 

Since the war the Nation has, in 
the face of the stupendous growth of 
motorized traffic, carried on such a 
stupendous campaign of road build- 
ing as the world never knew before. 
The Federal Government and the 
states in partnership have been laying 
down a network of improved high- 


ways that are intended to connect 
every county seat in the Nation with 
every other county seat. They have 
been spending a billion dollars a year 
to that end. They have done all con- 
struction work by contract. It is the 
unalterable policy of the Federal Bu- 
reau of Public Roads so to build. 

Ships of the Navy have usually 
been built by contract. There have, 
however, been occasional lapses. One 
such which is still costing the Govern- 
ment vast amounts of money fur- 
nishes an excellent example of the 
peculiar manner in which this plague 
of the building world may get started 
and steadily spread. 


Gus thirty-five years ago the Gov- 
ernment got to worrying about 
the high cost of battleships. It won- 
dered if it was not paying more than 
it should for them. It had just had 


the “Louisiana” built by contract and 
the price was quite staggering. It de- 
cided that it would construct a sister 
ship to the “Louisiana” with its own 
forces that it might compare costs. 
To do this it developed a ship at the 


New York Navy Yard. This, of 
course, cost a lot of money, but it was 
not charged up against this ship. 
With the ship completed the charges 
began to be applied. In the end the 
ship was finished and was christened 
the “Connecticut.” She had cost a 
million dollars more than her sister. 
The Government had satisfied itself 
that the contract price was fair. The 
“Connecticut” went into service be- 
side the “Louisiana,” showed less ef- 
ficiency, needed more repairs. 


B with this ship available the 
Navy felt the itch for the con- 


struction of further ships. Building 
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them was an alluring task that ap- 
pealed to men in the service. Polli- 
ticians favored the development of 
Navy Yards because they brought 
money to the ports in which they were 
located. A second ship was built at 
New York. One was established at 
Mare Island, San Francisco. Nor- 
folk put in her plea and got one, Bos- 
ton one, Philadelphia two, Puget 
Sound one. It came to pass that 
there was capacity to build all the 
ships of the Navy by the day-labor 
method at government-owned yards. 
Having the capacity it seemed un- 
economical not to use it. 

Yet even if the Government ships 
had operated at capacity, these ships 
could have been built more cheaply in 
privately owned shipyards which filled 
in the gaps with laying down mer- 
chantmen. Patronizing privately 
owned navy yards would have helped, 
also, to maintain a ship building in- 
dustry in the United States and the 
policy of the Government has always 
been to help develop industries. 

Today the government still main- 
tains all those shipyards which usually 
operate at from 12 to 15 per cent 
capacity. They are a stupendous if 
somewhat rusty example of the folly 
of day labor work by the Govern- 
ment. 

The citizen continues to pay for 
that folly. 


q 


e 


HE outstanding example of day- 

labor construction still per- 
formed by the Government, however, 
is in the case of river and harbor 
work done by the Engineer Corps of 
the Army. 

Wilson Dam at Muscle Shoals was 
such a task. 

The Key Bridge across the Poto- 
mac at Washington, estimated to cost 
$1,000,000 but actually running to 
$2,350,000, was so built. 

The locks and dams of the Ohio 
river are built in this way; so are the 
levees of the Mississippi river. In 
some unexplained way the work on 
the Mississippi dropped from 90 per 
cent done by contract in 1918 to 30 
per cent, so done in 1923. Day labor 
had found a way to edge in. Yet the 
figures of the Engineer Corps itself 
for this work show that the part of 
it done by contract was 25 per cent 
cheaper than that done by day labor. 


HERE are a number of items that 

make it impossible that the Gov- 
ernment should do this work as 
economically as the contractor. Ata 
given period some years ago, for in- 
stance, the investment in equipment 
was $58,000,000. It is a law of con- 
struction that the amount of work 
done must bear certain relations to 
the investment in equipment. The 
contractor with $1,000,000 worth of 


“The American Government, unlike that of Soviet Russia, 
believes in keeping out of business. 
of noncompetition by the Government that has so long 


The principle 


been applied in other industrial activities is often disre- 
garded. The Government does not want to disregard its 


principle. 


But some way it just happens.” 
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equipment, to operate economically, 
should do $3,000,000 worth of river’s 
and harbor’s work each year. The 
Corps of Engineers, to make the 
operation of a plant costing $58,000,- 
000 economical, should have three 
times that much work to do, should 
have $174,000,000 worth of work in 
a year. Instead it had a scant $50,- 
000,000 worth of it. From an engi- 
neering point of view the plant could 
not be operated economically. 


HEN there is the problem of labor 

employed by the contractor who 
hires and fires according to the neces- 
sities of the moment and labor work- 
ing under civil service. Secretary 
Hubert Work of the Department of 
the Interior, thought that public 


labor is 60 per cent efficient. Colonel 
Hugh L. Cooper, the hydroelectric 
engineer who created Muscle Shoals 


and put the Keokuk Dam across the 
Mississippi, says it is less than one 
half efficient. The contractor hires 
the husky who looks good to his 
skilled eye and fires him the minute 
the need for him is past. The Engi- 
neer Corps constructor gets lists from 
the Civil Service Commission of men 
who have passed paper examinations 
and can fire them only for prescribed 
reasons that can be established before 
a board. People do not separate eas- 
ily from public payrolls. There is no 
economic reason for their separation 
as in the case of the contractor. They 
cling. There is no drive back of them 
to finish any enterprise. They make 
the job expensive. 


HE creation of jobs is often the 
purpose of the performance of 
work by day labor, particularly in the 
case of municipalities. Municipali- 


ties, counties, states, have the example 
of the Federal Government to which 
to point when denounced for this sort 
of construction. Washington is taken 
as the model. It is much to blame 
in the present case. 


HEN the Government needs 

typewriters it does not build 
them. It buys them from a private 
manufacturer. The typewriter indus- 
try benefits. When it needs shoes, it 
purchases them on contract. The 
shoe industry is supported. When it 
needs beans, it does not grow them 
but buys them from private individ- 
uals who do. It is generally recog- 
nized that it would be unwise if even 
penal institutions operated their small 
factories and sold in competition with 
private industry. The American Gov- 
ernment, unlike that of Soviet Russia, 
believes in keeping out of business. 

Yet often when the Government 
needs guns, bridges, power dams, 
books, ships, it does not go into the 
market and buy them from those 
whose business it is to produce them 
as it would in the case of typewriters 
or trucks. Instead it sets up plants 
for manufacturing them in a competi- 
tion with private individuals. 

The last Congress, for example, in 
providing for the Navy’s ship build- 
ing program, stipulated that each al- 
ternate cruiser should be built in a 
Government yard by day labor. The 
Government has made considerable 
progress in the right direction in the 
last two decades and, possibly, if the 
public is sufficiently vigilant and suf- 
ficiently vigorous in its demands, day 
labor in time may pass and all the 
work may come to be performed in 
the proper manner. 
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Remarkable Remarks 





Pau. Y. ANDERSON 
Newspaperman of Washington, 


Lee S. OveRMAN 
U. S. Senator from North 
Carolina. 


An editorial writer in 
“The New Republic.” 


Henry L. MENCKEN 
Editor, “The American Mercury.’ 


LJ 


KENNETH McKELLAR 
U. S. Senator from Tennessee. 


T. J. Smit 
Editor, “So The People 
May Know.” 


Owen D. Younc 
Chairman of the Board, General 
Electric Company. 


Major F. K. NEwcoMBER 
Ass’t Engineer, Federal 
Power Commission. 


MERLE THORPE 
Editor, “Nation’s Business.” 


Crype M. Reep 
Governor of Kansas. 


FRANKLIN D, ROOSEVELT 
Governor of New York. 


“The truth is that this is a ‘power’ administration.” 


* 


“A man ought not to be held responsible for what 
he says in a political speech.” 


> 


“The electric utilities seem to be completely incapable 
of wooing public opinion.” 


* 
“Every Liberal is a Christian Scientist covered with 
boils.” 
. 


“What the President really does, however, is to come 
out four-square for the power interests.” 


* 


“Where a city owns its light plant, you can control it, 
but a private company, No.” 


> 


- 


“We must think of electricity not only as relieving 
human exhaustion but as taking the place of human 
skill.” 

e 


“The. development of hydroelectric power in the 
United States is not supplanting and will not supplant 
steam generated power.” 


* 


“Cities with private electric power, with few excep- 
tions, are growing faster industrially than small cities 
with municipal plants.” 

© 


“It isn’t any satisfaction for us to know that Kansas 
City, Missouri, has to pay a higher rate than Kansas 
City, Kansas, when both of the rates are unreasonably 
high.” 

a 

“We must always bear in mind that the first principle 
of utility use is that the small consumer, who repre- 
sents also the majority of consumers, should receive the 
greatest protection and consideration.” 
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Warren CLEPHANE 
Newspaper columnist. 


Epwarp N. Hurry 
War-time Chairman, U. S. 
Shipping Board 


Wuuiam E. Rinc 
Washington, D. C., journalist. 


J. J. Fremine 
General Manager, Electric Meter 
(Submetering) Corporation. 


Louis WALDMAN 
Socialist candidate for Governor 
of New York. 


Irvinc FIsHER 
Professor of Economics at Yale. 


Dr. Juttus Kie1n 
Assistant Secretary, Department 
of Commerce. 


Martin J. INsuti 
President, Middle West 
Utilities Company. 


Francis E. Drake 
Contact representative of the New 
England Gas & Electric 
Utilities, Inc. 


“About the only good result we can possibly expect 
from the tree-sitting craze is that telephone and electric 
companies will get a good crop of durable pole climbers 
out of the rising generation.” 


> 


“The case for private management is so thoroughly 
established by the actual growth of the electric industry 
and its expansion that we do not have to educate the 
American people in theoretical economics.” 


ha 


“It may be true that electricity takes less brains to 
use than anything else on earth, but the politician who 
can use it to get into office without opening his mouth 
about prohibition is nobody’s fool.” 


> 


“Of course, you understand that we handle no ten- 
ants’ money. We care for the meters, read them, and 
make up the bills for the owners, who pay us a service 
charge.” 

* 


“The Socialist party and its allied labor and progres- 
sive organizations will urge upon the Public Service 
Commission prompt rejection of Mr. Sloan’s insulting 
offer of alleged rate reduction.” 


* 


“In the short period between 1919 and 1925, inclusive, 
primary power per wage earner increased by 30.9 per 
cent, and this largely explains the even greater increase 
in productivity per wage worker—53.6 per cent between 
1919 and 1927.” 

* 


“Statistics show that the accident rate, in proportion 
to the number of automobiles registered, has increased 
much more rapidly in states where examinations of 
drivers are not required than in states where they are 
required.” 

w 


“The fact seems to be that fluctuations, whether booms 
or depressions, are not so important in the long run as 
they appear close at hand. The trend of business 
activity and prosperity is gradually higher every year 
and this is more significant than the short-term changes.” 


> 


“A housewife, for instance, will scrimp and save to 
buy a ‘ducky’ copy of a Patou gown that she sees in a 
shop window on main street, but she does not get the 
same kind of fun out of spending money for her elec- 
tric bill.” 
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A Commissioner 
Looks at Regulation 


What does a Public Service Commissioner think about? How do these 
public officials, on whom we have imposed the duty of enforcing regu- 
lations, regard the vast complicated legal and economic machinery we 
have set up for the regulation of our public service corporations? 
One answer to these queries is found in this article, which gives some 
interesting and informal side-lights on the workings of this regulatory 
machine. The author holds up our statutory principles in the test 


tube of his own experience; he tells us in simple language how it all 

came about, and he gives a description of the little known regulatory 

philosophy that furnishes the historical background for our present 
administrative policies. 


By J. FRED HULL 
COMMISSIONER, PUBLIC SERVICE COMMISSION OF MISSOURI 


HY is a Public Service Com- 
mission? The answers given 


from time to time have been 
generally inadequate and frequently 
have fallen far short of the truth. 
This may be explained in the fact that 
the law creating Public Service Com- 
missions not only are of comparative- 
ly recent origin but their enactment 
came in response to a growing con- 
viction that the old rule of free com- 
petition as the regulatory force in the 
protection of the rights of the people 
had lamentably failed in so far as it 
had been applied to that group of in- 
dustries naturally monopolistic in 
practice and so peculiarly charged 
with a public interest as to have be- 
come known as public utilities. 


1 Bes Public Service Commission is 
the most recent experiment 
adopted by the people in their effort 
to secure to themselves the benefits of 


industrial progress without undue ex- 
ploitation at the hands of the organiz- 
ing genius in charge of the enterprise. 

There is a queer quirk in the genus 
homo by which many individuals as- 
sume that the rules were made for the 
ordinary mill-run of humanity, but 
that they themselves are of a superior 
order and the rules do not apply to 
them. Or they more grossly assume 
that there is profit to those who find 
ways by which they may evade the 
rules and set themselves up as a privi- 
leged class. Thereby is revealed the 
fly in the ointment. 


HEN we, as a Nation first set 

up housekeeping on our own ac- 
count, having renounced the right of 
King George to make us pay tax 
tribute and other evidences of sub- 
servience, there were few of us in 
numbers and a great extent of un- 
used land. We had adopted a sub- 
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stantial set of rules, but they scarcely 
touched us, so far were we removed 
from each other. Environment en- 
couraged the development of individ- 
uality. We went along for years 
doing pretty much as we pleased; in 
so doing we seldom got in the way 
of others or infringed their rights. 

But there were men who listened to 
the whisperings of ambition and 
dreamed dreams of vast magnitude. 
They saw the wilderness being trans- 
formed into productive fields and peo- 
pled by a horde of home owners; they 
saw straggling villages incredibly 
growing into vast cities; they saw op- 
portunity beseeching them to help 
along this enchanting transformation 
and promising a richness of reward 
unparalleled in the history of the 
world. And these men who dreamed 
dreams and saw visions became the 
merchant princes, the master builders, 
the captains of industry whose actual 
achievements dwarfed and dimmed 
the most splendid dreams their minds 
could have conjured. Many of them 
became drunk with power and their 
vaulting ambitions carried them on 
and on to greater achievements. 

The rules laid down long ago be- 
gan to touch these business giants 
here and there and they were impa- 
tient at the slight restraint. This rule 
was circumvented, that rule thrust 
aside; what could not be achieved sin- 
gly was accomplished by combination. 
The individual began to give way to 
the select group—and a new word, 
“trust,” came into the vocabulary of 
the people—a word sinister in its im- 
plications. And the people feared it 
and demanded that it be shackled and 
shorn of its mystic power. 

The era of trust busting arrived. 


N™ rules were made forbidding 
combinations in restraint of 
trade; “Malefactors of great wealth” 
were excoriated by persons in high 
place in government; giant corpora- 
tions were compelled to break up into 
smaller groups to the end that the 
ancient rule of competitive practice 
might be restored. Mere bigness as- 
sumed the guise of menace. 

Then came a time when many peo- 
ple began to assert that we had 
“good” trusts and “bad” trusts and 
the people tried to differentiate be- 
tween the two. There came a great 
deal of talk about the wastefulness of 
competition and the savings to be ac- 
complished through mass production, 
standardization of product, and sim- 
plification in selling. 

The destructive result of competi- 
tion was especially noticeable in the 
field of public utilities. 

The most casual observer could not 
avoid the conclusion that the second 
telephone system, the second electric 
lighting plant, or the second gas dis- 
tribution system in the city or town 
could result in low charges for serv- 
ice only so long as was required by 
the stronger competitor to compel the 
weaker utility either to sell out or to 
abandon the field—and that ultimate- 
ly the consumer was compelled not 
only to pay the reasonable charge for 
the service but the added toll neces- 
sary to enable the victor in the eco- 
nomic struggle to recoup the losses 
sustained. 


MM morn in harmony with prac- 
tically all other states, has set 
up an agency for the regulation of 
the rates of charges, the service, and 
the security issues of public utilities 
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How the Missouri Commission Determines 
the Rates of a Utility Company 


6 | F the fair value of the utility is $100,000 
and it is entitled to 1.5 per cent for de- 
preciation and 7.5 per cent for return, then it 
is entitled to a rate that will yield an amount 
equal to 9 per cent on $100,000, or $9,000 a 
year. The balance sheet shows income at the 
rates presently in effect and the operating ex- 
penses needed to provide the service. After 
deducting from the gross revenue received the 
sums paid out for operating expenses, there 
will remain a@ balance available for deprecia- 
tion and return. If this sum is greater than 
$0,000 a year, the rate must be lowered; if it 





is less, the rate must be increased.” 





now operating or that may hereafter 
operate in this state. This agency is 
designated the Public Service Com- 
mission of Missouri. 

Within its jurisdictional scope it is 
the business of the Public Service 
Commission to see to it that the es- 
sentially monopolistic public utilities 
shall provide adequate, efficient, and 
sufficient service to the people at a 
maximum charge which shall be only 
enough to yield to the owners a suf- 
ficient sum for depreciation or re- 
placement and a reasonable return on 
the fair value of the utility property. 

In its essence the Public Service 
Commission is a tribunal of the peo- 
ple brought into existence as a sub- 
stantial recognition of the willingness 
of the people to grant a monopoly in 
the utility field to an individual or 
group of individuals willing to serve 
the people at a reasonable charge. 
The law creating it is a frank recog- 
nition of the advantage of regulated 


monopoly as well as an equally frank 
declaration of distrust of an unregu- 
lated monopoly. 

The people say by this law that one 
electric distribution system in a city 
or town is enough, that one telephone 
system is enough, that one gas plant 
and distribution system is enough, 
that one street car system is enough, 
that one water system is enough. It 
says in effect that duplication of these 
systems is economically inefficient, 
wasteful, and unnecessarily expensive. 

But they also say that the owners 
of these monopolies are human be- 
ings, subject to the frailties of their 
kind, and are not to be turned loose 
to consult their own sweet pleasure 
either as to the adequacy and suffi- 
ciency of the service to be rendered 
or the reasonableness of the rates to 
be charged. Nor are they to be per- 
mitted to issue securities against the 
utilities as their caprice may suggest 
or their greed may dictate. 
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HE methods employed in finding 

the fair charge for service are 
reasonably simple, although there is 
much of controversy in the applica- 
tion of the results thus determined. 
The Commission’s engineers make an 
appraisal of the property used and 
useful in providing the utility service. 
On the fair value finally fixed after 
hearings have been had the utility is 
entitled to earn enough to provide for 
annual depreciation requirements and 
return. 

The “how” of arriving at the val- 
uation still may be characterized as 
moot, although a long line of de- 
cisions from the United States Su- 
preme Court holds strictly to the 
theory that the value to be determined 
for rate-making purposes shall be the 
present fair value, and this present 
fair value must include as an im- 
portant part in its consideration the 
sum total of reproduction new less 
depreciation, as well as the original 
cost of the property and other ele- 
ments of value recognized by valua- 
tionists as proper considerations in 
the determination. 


S° far as the practice of this Com- 
mission is concerned, the first 
step in rate determination is the prop- 


erty valuation. Having fixed this 
amount, the accounting force proceeds 
to make an audit of the utility’s books 
to find the annual income and the an- 
nual operating expense. The accuracy 
of the analysis of these accounts and 
the proper allocation of the myriad 
items of expense are vital to the rate 
base inquiry and the determination 
whether the utility is earning a rea- 
sonable return. The most searching 
examination of every expense item is 


made by men learned in the practice 
of bookkeeping and accounting. 

If the fair value of the utility is 
$100,000 and it is entitled to 1.5 per 
cent for depreciation and 7.5 per cent 
for return, then it is entitled to a rate 
that will yield an amount equal to 
9 per cent on $100,900, or $9,000 a 
year. The balance sheet shows in- 
come at the rates presently in effect 
and the operating expenses needed to 
provide the service. After deducting 
from the gross revenue received the 
sums paid out for operating expenses, 
there will remain a balance available 
for depreciation and return. If this 
sum is greater than $9,000 a year, the 
rate must be lowered; if it is less, the 
rate must be increased. 


HE Missouri Commission now 

has on file in its department the 
appraisals and audits of many of the 
utilities operating in this state and 
has the work under way whereby the 
properties and operating details of 
practically all the larger utilities will 
be similarly checked. This mass of 
fact-finding at the very beginning, in 
the matter of intelligent rate making, 
represents years of work by a corps 
of competent engineers and account- 
ants. These appraisals and audits are 
kept up to date through a system of 
yearly reports from the utilities show- 
ing all additions and betterments and 
all retirements in the property ac- 
counts. 

With these facts constantly avail- 
able it follows that the. utilities are 
responsive to informal suggestions 
for decreases in the rate schedule 
from time to time as increased use of 
the utility product and operating 
economies introduced by the manage- 
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ment reflect a net gain in earnings 
above the fair return to which the 
utilities are entitled. 

Because the Commission has the 
data on which to determine the rate 
to provide a fair return and because 
the utilities are more and more anx- 
ious to maintain the good will of their 
consumers through announcement of 
voluntary rate reductions, the num- 
ber of bitterly contested rate cases is 
decreasing from year to year and the 
Commission looks forward to the 
time when every rate case may be 
settled in conference. 


LLUSTRATIVE of this tendency on 

the part of both the Commission 
and the utilities to achieve by infor- 
mal conference what formerly was 
imperfectly accomplished through the 
exercise of the quasi-judicial arm of 
the Commission may be cited the case 
of the application of the St. Louis 
Street Railway Company for an in- 
crease of fare to 10 cents. 

The Commission already had the 
appraisal and audit of the street rail- 
way company and the facts strongly 
suggested the need for increased reve- 
nue. It was the opinion of the Com- 
mission, however, that a straightway 
increase in the fare schedule probably 
would defeat the purpose sought to 
be achieved. 

A conference of the operators and 
the city officials was arranged and the 


e 


Commission presented a plan for an 
experimental fare schedule fashioned 
after the rate structures employed in 
the sale of electrical energy, gas, and 
water, i. e., a maximum charge of 10 
cents for the casual rider and a week- 
ly commutation ticket providing 
twelve rides for $1 and all additional 
rides during that week at 5 cents on 
presentation of the ticket showing the 
twelve punches. Not only has this 
experimental fare structure served 
materially to increase the revenues of 
the company, but it has met almost 
unanimous approval with the car 
riders. 


Hus is the importance of the 

Commission as an administrative 
body brought to the attention of the 
public. The Commission is most cer- 
tainly functioning harmoniously with 
the true intent of its originators when 
it serves helpfully in supervising rates 
and service and composes differences 
between the utility and its patrons be- 
fore the matters in controversy have 
developed an intensity of feeling so 
great that the judicial power of the 
Commission must be called into action 
to lay down the law in the case. 

At the time the Commission was 
created there were many instances of 
discrimination in rates because the 
rate structures were built upon the 
step-rate basis. The step-rate plan 
encouraged waste on the part of con- 


termine the rate to provide a fair return, and because the 


q “BECAUSE the Commission has the data on which to de- 


utilities are more and more anxious to maintain the good 
will of their consumers through announcement of volun- 
tary rate reductions, the number of bitterly contested rate 
cases is decreasing from year to year.” 
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sumers in order that they might reach 
the next block for the purpose of re- 
ducing the entire bill. This has all 
been eliminated and it is seldom that 
this matter comes before the Commis- 
sion. 

Just a few days ago a gas com- 
pany, just beginning operation in this 
state, filed a cleverly worded rate 
built upon the step-rate basis. It ap- 
peared that a consumer using 1,490 
cubic feet of gas in any one month 
could reduce the bill $1.92 by wasting 
11 cubic feet and making the con- 
sumption 1,501 cubic feet. The fil- 
ing was returned with instructions to 
change the basis of the schedule. 

Water companies probably were the 
worst offenders in the matter of rates, 
the practice of the flat charge per 
month being almost universally preva- 
lent. The Commission has worked 
industriously in the correction of this 
discriminatory practice until now 
there is scarcely an instance in the 
state, in so far as privately owned 
water plants are concerned, where the 
service is not metered. The Commis- 
sion does not have jurisdiction over 
municipally owned water plants and 
such plants are not intended to be in- 
cluded in this statement. 


tr the beginning of Commission 
rule in this state there is no in- 
stance where competitive service has 
been permitted. The Commission has 
recognized the value of the regulated 
monopoly in the field of public utili- 
ties and has directed its work toward 
the development of an efficient and 
economical monopoly as the best serv- 
ice for the people. That this policy 
has been fully justified is particularly 
noticeable in the electrical field. Elec- 


tric rates now are 20 per cent lower 
than they ever have been. In the 
light of mounting costs generally 
throughout the country and particu- 
larly in the years since the World 
War, this is an accomplishment noth- 
ing short of astounding. 

The item of service claims a large 
place in the activities of the Commis- 
sion. Experts in the various kinds 
of utilities investigate complaints 
brought to the attention of the Com- 
mission and hundreds of informal in- 
vestigations are made each year in 
this department. So quietly is this 
important work carried on that the 
public generally knows little or noth- 
ing about it. 

Perhaps it is a complaint about 
electric, water, or gas meters. A con- 
sumer believes the meter to be inac- 
curate. An expert in meter testing 
gets busy, a test is made, and the trou- 
ble is ironed out. 

Perhaps the people in a particular 
community have fault to find against 
the telephone service. The telephone 
expert investigates the complaint, 
seeks to have the trouble corrected, 
and, failing in this, the complaint is 
made into a formal case and a hear- 
ing is held at which testimony is taken 
and the offending company is required 
to improve the service. 


N” infrequently the Commission 
is called upon to arbitrate dif- 
ferences between employer and em- 
ployees in wage disputes and between 
cities and utilities as to matters of 
public policy outside the province of 
the regulatory work of the Commis- 
sion. 

With the building of a comprehen- 
sive system of highways in this state 
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a new mode of public transportation 
came into use. Motor busses began 
to operate over the highways in all 
sections of the state. The state legis- 
lature passed what is known as the 
motor-bus law, placing the licensing 
and regulation of this new and rapid- 
ly developing transportation system 
under the jurisdiction of the Pub- 
lic Service Commission. The law 
charges the Commission with the duty 
of passing upon the application of in- 
dividuals, partnerships, and corpora- 
tions for the right to operate as com- 
mon carriers over the state highways. 

Though the law is less than three 
years old, the motor bus has become 
an important auxiliary to the railroad 
in the transportation field and the 
license fees annually paid into the 
state highway treasury from this 
source approximate $50,000. In ad- 
dition to the collection of the motor- 
bus fees, the Commission gives close 
supervision over the service of these 
carriers, looking to the safety of the 
traveling public. 

In order to secure permission to 
operate a bus line, the applicant must 
produce evidence at a public hearing 
to show that public convenience and 
necessity will be promoted by the 
creation of the proposed service. As 
it almost invariably happens that ap- 
plicants for these certificates are 
opposed by existing public carriers, 
these hearings take up a great deal 
of time and frequently develop so 
Many pros and cons that the Com- 
missioners find it no easy task to de- 


termine the right action to be taken. 

As a result, many appeals have 
been taken from the Commission to 
the state courts to test the rulings of 
the regulatory body. In this way 
what is called a “body of law” has 
developed by decisions of the state 
and Federal courts. In a large way 
the Commission was obliged to blaze 
a trail in this new system of trans- 
portation and the courts of last resort 
have set the precedents as guideposts 
for future decisions. It now is fairly 
well established that the theory of 
regulated monopoly applies to the 
motor-bus common carriers just as it 
does to other and older public utili- 
ties. 


NDOUBTEDLY the adoption of 

state regulation of public utili- 
ties through the agency of the Public 
Service Commission is a long step 
forward in the matter of wholesome 
control of the rates and service of 
these essentially monopolistic indus- 
tries. 

It is not to be said that we have 
arrived at ultimate perfection through 
this extension of the police power of 
the state, but it is to be asserted that 
the adoption of this policy has very 
largely removed the menace that for- 
merly attended franchise grants and 
has protected the public from the dan- 
ger of exploitation at the hands of 
the occasional individual who is not 
content to play the game of business 
life according to the rules of fair- 
ness that have been laid down. 





Why Service-at-Cost Agreements Do Not 
Stifle Competition 


A pertinent article on a timely and controversial subject—in 
the forthcoming issue of this magazine—out September 18th 
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Depreciation: 
What It Is and How It Is Computed 


w= the Supreme Court said that a utility’s annual depreciation 
should be computed on the present value of its property rather than 
its original cost, it was only carrying its oft repeated “value” doctrine to 
its logical conclusion. But the effect was an upheaval in the systems of 
accountancy adopted by many Commissions including the Interstate Com- 
merce Commission. As a practical matter, just how can depreciation be 
figured from day to day with due regard to price fluctuation? In the 
midst of this chaos comes the interesting suggestion below that we solve 


the depreciation bugaboo by ignoring it. 


The author says that there is not 


any such thing as depreciation—that property value is always present in 
some form or another, and that these changes can be treated by mere 


bookkeeping adjustment. 


This article tells how. 


By LOUIS BENEDICT 


ISCUSSION of the subject of de- 
D preciation dates from remote 
antiquity. Perhaps the first 
reference to it was made by that emi- 


nent builder, King Solomon: 


“By much slothfulness, the building de- 
cayeth; and through idleness of the hands, 
the house drop through.” 


The implication is that if there is 
prompt attention to upkeep, the build- 
ing will not decay and the house will 
not drop through, or, as we say today, 
“maintenance prevents depreciation.” 

Vitruvius, a Roman architect and 
engineer during the reign of Augustus 
had something definite to say about 
depreciation. One of his ideas was 
that one eightieth of the cost of a 
brick wall should be written off each 
year unless the wall stood straight, in 
which case nothing was to be written 


off. Vitruvius was quoted by both 
sides in the Baltimore Gas Case of a 
decade ago. 

What really opened the flood gates 
of discussion about utility deprecia- 
tion was the Knoxville Water Com- 
pany Case in which the Supreme 
Court laid down the rule that de- 
preciation, if any, must be deducted 
from value new in estimating the 
amount of the rate-base which is pres- 
ent value. 


B” what is “depreciation?” How 


measure it? How account for 
it in the books? There was no 
answer in the opinion of the court, 
so that its decision raised new ques- 
tions and created a new field of learn- 
ing, with its own priesthood, jargon 
and literature. Anything further 
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would be superfluous were it not that 
within recent years the retirement 
method of accounting for replace- 
ments has been made generally applic- 
able to utilities not subject to the 
Interstate Commerce Commission and 
that the effect of that method of ac- 
counting on the value of utility prop- 
erty has not been fully explored. 


[* the jungle growth of literature 
about utility depreciation, terms 
have been used with such a variety 
of meaning that it is necessary, not 
only to begin with definitions but to 
stick to those particular definitions 
throughout. 

Without recourse to the dictionary, 
therefore, let us define our meanings 
of words that are bandied about in 
common parlance: 


Urmiry is capacity to satisfy some hu- 
man want. 


VALUE is something that emerges when 
utility and scarcity coincide! The extent 
of the value of a thing, or service or right 
is measured by the effort or sacrifice that 
people are willing to make in order to se- 
cure the benefits which it may confer; such 
sacrifice is commonly expressed in mone- 
tary units. 


DETERIORATION is a change for the worse 
in physical condition. 

DEPRECIATION is the diminution of value 
as compared with value new, resulting from 
deterioration, or obsolescence. 

N™: “diminution in value” is 

what the Supreme Court must 
mean by “depreciation” because it is 
something that the court rules must be 
deducted from value new to obtain 
present value. 

Depreciation cannot be deducted 
from cost, because they are not quan- 
tities of the same denomination. Cost 
is a historical unchanging fact. It 


1 (See “The Theory of Value,” by Smart; 
Macmillan and Co., London, 1914.) 
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looks to the past; it cannot be dimin- 
ished. Value is a conclusion of fact; 
it looks to the future. One may set 
down figures indicating cost and un- 
der them figures said to represent 
depreciation, and deduct one amount 
from the other. But the remainder is 
neither “present cost’ nor present 
value. In other words, the operation 
is meaningless and only a quasi-con- 
cept. 

Per cent loss in physical condition 
cannot be deducted from value new, 
because they are quantities of differ- 
ent denomination. Can we say that 
per cent loss in physical condition re- 
sults in a like percentage of loss from 
value new? On the other hand we 
can hardly say that deduction of de- 
preciation from value new leaves a re- 
mainder of “service value,” because 
“service value” is not value at all, but 
utility. 


DOLLAR bill, let us say, is worth 
a dollar, which is 23.22 grains 
of pure gold. 

I cut the bill into small pieces. It is 
now deteriorated, but not depreciated, 
because no part of its value is lost. 
My bank will give me a whole dollar 
bill, in exchange for the pieces, which 
the Government will redeem. 


HERE used to be, and perhaps 

still is, a manufacturer of um- 
brellas, price (say) $5, who adver- 
tised that if any umbrella of his make 
should be broken by the wind, he 
would give the owner a new one for 
it, the old umbrella to be produced 
and surrendered. If I have such an 
umbrella, broken by the wind into a 
hopeless wreck, it is deteriorated but 
not depreciated, because its original 
utility as a means of keeping off the 
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rain has been changed to a new utility 
as a means of getting me a new um- 
brella of the same sort. The wreck 
is worth as much as a new umbrella: 
there has been no diminution in value. 

Of course, you can draw a distinc- 
tion. You can say, if you want, 
that the wreck is worth nothing, 
but that the contract is worth $5. I 
do not think this is true because the 
value of a thing is affected by every 
circumstance which may increase or 
diminish the probable benefits which 
its owner may expect to derive from 
it. But for purposes of argument let 
us assume that it is true, and we will 
see later how the matter works out 
under the retirement method of finan- 
cing replacements. 

Numerous methods have been pro- 
posed for determining the deprecia- 
tion—the straight-line, the sinking- 
fund, the equal annual payment, the 
annuity, and the observation methods. 

Of these, only the straight-line 
and observation methods have sur- 
vived in practical use. 

The straight-line method of pro- 
viding for replacements and comput- 
ing depreciation is based on two the- 
ories : 

One is that the depreciation allow- 
ances, charged and collected in the 
rates are a partial return of invest- 
ment, so that the value of the plant 
unit under appraisal is analagous to 
that of a bond payable by instalments. 

The second theory is that the value 
of a thing is the value of all the serv- 
ices it will render and, as these serv- 
ices are given off, the value of the unit 
becomes correspondingly less. In this 
view, the value of a unit is like that 
of a jug of wine from which quanti- 
ties are poured from time to time. 


This does not agree with the com- 
monly accepted theory of value of the 
economists, which is that the value of 
a thing is the discounted value of its 
future services. 

If it be assumed that payment is 
made for such services at the end of 
each year, it is the sum of such pay- 
ments after discounting each of them 
to the date of payment. What is lost 
each year over the “life” of a unit is 
represented by that payment which is 
discounted for the most remote peri- 
od. On the unwarranted assumptions 
of this method (the same assumptions 
as in the straight-line method) de- 
preciation will accrue over the life of 
the unit in amounts increasing each 
year, and not in equal amounts. 

Reference is made to these methuds 
only to show that the basis of the idea 
of depreciation is an expectation of 
lesser money receipts from a “durable 
good” and is not its physical condi- 
tion, except as that condition may af- 
fect the expected receipts. 


- 1912, the late James E. Allison 
pointed out that in the case of an 
extensive, mature plant, composed of 
hundreds of thousands of units of dif- 
ferent “life” terms, installed at differ: 
ent times, these units will be, on the 
average, half worn out and the depre- 
ciation fund accumulated by rigid ad- 
herence to the straight-line method 
would tend to approach half their 
original cost above scrap value. It 
would follow that the creation of such 
a fund would be an unnecessary bur- 
den on consumers by obliging them to 
pay in their rates a large part of the 
cost of the plant, while their only ob- 
ligation should be to pay for service 
and the cost of replacements as the 
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When Depreciation Means Merely a Change 
of Form and Not Annihilation 


ue | pases pile is part of working capital, on which the 

courts allow a return to be earned. Economically, 
it is circulating capital. It appears first as coal, then (in 
the case of a gas company), as a constituent of gas; then 
(after the consumer has burned the gas), it takes the form 
of an unpaid bill for gas consumed, which is also an asset 
on which a return is to be earned. With money received 


from the consumer, the company buys more coal. 


It may 


be said that, as the coal pile shrinks, it depreciates, but 
notice that the depreciation is balanced by other factors, 
among which is unpaid bills for gas consumed. The same 
asset persists undiminished, in protean forms.” 





need should arise. He showed that 
in the case of a large and complex 
property, the cost of replacements 
tends to approach uniformity, so that 
no reserve is necessary to finance re- 
placements beyond what has been 
termed a “reservoir reserve,” large 
enough to equalize the difference in 
costs from year to year. 

This idea has developed into the 
retirement method which was adopt- 
ed by the National Association of 
Railroad and Public Utility Commis- 
sioners, in 1920, and revised, in a few 
particulars, in 1922. It is in very 
general use, except by utilities under 
the jurisdiction of the Interstate Com- 
merce Commission and like utilities 
under the jurisdiction of State ‘Com- 
missions. 


© em retirement method provides 
for an account known as the re- 
tirement reserve, on the credit side of 
which are entered such amounts as are 
charged to retirement expense, or 
appropriated from surplus, or both. 
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Retirement expense is an operating 
expense account and includes such 
amounts as the accounting company 
charges to operating expenses, to pro- 
vide a reserve against which may be 
charged the original cost of all prop- 
erty retired from service, plus cost of 
dismantling, less salvage. The New 
York Commission’s uniform system 
of accounting for gas companies 
States : 

“It is the intent of this classification A 

a reserve shall be provided, either through 

retirement expense, or by appropriation 

from surplus, or both, sufficient to cover 
all retirement losses that may reasonably 
be expected.” 

Notice that a plant unit, when re- 
tired, is charged to “retirement re- 
serve” at its original cost. 

What follows is a consideration of 
depreciation, or the lack of it, in the 
case of a prosperous company, ac- 
counting for retirements by the re- 
tirement method. In order to disen- 
tangle step by step the snarls in which 
the subject is involved, it will be con- 
venient to begin with two assump- 
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tions, each of them contrary to com- 
mon experience and to dispose of the 
assumptions later. The first is that 
there is a constant level of prices be- 
tween the installation and retirement 
of plant units, so that cost and value 
new are identical amounts ; the second 
is that the cost of retirements from 
year to year is so nearly equal that the 
amount of the reserve will be merely 
nominal. 


HE subject may be approached by 

way of the coal pile and the auto- 
mobile, so often used as concrete il- 
lustrations by those who contend that 
“depreciation is a fact’” obvious and 
incontrovertible. It is said that plant 
units are consumed by use as surely 
and in the same way, as a coal pile. 
It is said that every one knows from 
his own experience that a used auto- 
mobile is not worth as much as when 
new, which is the same as saying that 
it is depreciated. 

Consider the coal pile, first: 

A coal pile is part of working capi- 
tal, on which the courts allow a return 
to be earned. Economically, it is cir- 
culating capital. It appears first as 
coal, then, in the case of a gas com- 
pany, as a constituent of gas; then, 
after the consumer has burned the 
gas, it takes the form of an unpaid 
bill for gas consumed, which is also 
an asset on which a return is to 
be earned. With money received 
from the consumer, the company buys 
more coal. It may be said that, as the 
coal pile shrinks, it depreciates—but 
notice that the depreciation is bal- 
anced by other factors, among which 
is unpaid bills for gas consumed. The 
same asset persists undiminished, in 
protean forms. 


Next, consider the automobile: 

If it is consumed by use, like the 
coal pile, and if the consumers are to 
pay for all operating expenses in- 
curred in serving them, the company’s 
automobile, used in their service, is al- 
so circulating capital. As fast as it is 
“consumed” in use, the capital thereby 
lost re-appears as a right to charge the 
same amount into operating expenses. 
It finds its way into the bills for gas. 
Eventually, it is paid by consumers. 
The cost of retirement of the automo- 
bile never will be billed as a separate 
item to any person, but it is a sum of 
money which will be collected in the 
rates from all the customers as surely 
as if it were billed, but no part of its 
cost will find its way into “unpaid 
gas bills” until it has been retired 
(always assuming that the company’s 
books reflect the retirement method) 
and no part of its cost is charged to 
consumers until its retirement. Then 
it will be so charged. 

Therefore, this economic liability 
of consumers to pay for a new auto- 
mobile when the old one shall be 
junked is as much of an asset to the 
company as an unpaid gas bill for gas 
consumed. 


N” we are back again to the 
question of value of the broken 
umbrella. 

If you think as I do, the value of 
the auto, up to the moment of retire- 
ment, is measured by the amount 
which its owner will be entitled to re- 
ceive on retirement, which, under 
Commission rules, is its cost, and that 
amount (by assumption) equals value 
new. The value of the auto is anala- 
gous to the value of a bond, the prin- 
cipal of which is payable at maturity. 
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But, if you thought about the broken 
umbrella that it was worthless, but 
that the contract to replace it was 
worth five dollars, you must think 
that the company’s right to recover the 
cost of the automobile, on retirement, 
is an asset of a nature equivalent, in 
its economic aspect, to the contract. 


ost of what is entered in the 

books as fixed capital is really 
circulating capital, like coal; but the 
cycle of circulation is longer. The 
right to recover the cost of the unit 
withdrawn from service is analogous 
to the right to recover bills receivable, 
in which the gas element is circulating 
capital. The asset has merely changed 
its form. If, at any time during the 
auto’s term of service, anything has 
been deducted from value for depre- 
ciation, a like amount should be added 
to assets for money to be received on 
retirement. The sum of the two, de- 
preciated value and what we might 
enter in the books as “depreciation 
expense receivable” will equal value 
new. 

Why, then, go to the trouble of 
computing the depreciation at any 
time during the life of the utility’s 
property ? 

Based on the contrary theory, the 
amount of the depreciation is the ac- 


crued liability to replace it. Adopting 
the view of the Supreme Court as re- 
cently expressed in the Baltimore 
Street Railway Case, the difference 
between that amount and value new 
is a sum of money receivable on retire- 
ment; one quantity cancels the other. 
It is easier to agree with me that the 
value of the unit is always value new 
until retirement, and never depre- 
ciates. 


| i» we have come to the end of 

our assumption that price levels 
remain constant. Unfortunately for 
regulation, they are subject to change 
and price levels are higher now, in 
most instances, than when property 
was installed. The accounting sys- 
tems prescribed by Commissions un- 
der which the retirement method is 
permissible, provide that plant units 
shall be retired at cost, but the Su- 
preme Court, said in the Baltimore 
Street Railway Case: * 

“Manifestly, this (depreciation) allow- 
ance cannot be limited by the original cost, 
because, if values have advanced, the allow- 
ance is not sufficient to maintain the level 
of efficiency. This naturally calls 
for expenditures equal to the cost of the 
worn out equipment at the time of replace- 
ment; and this, for all practical purposes, 


means present value. It is the settled rule 
of this court that the rate base is present 


2 United ‘ey v. woe 280 U. S. 234, 


e 


P.U.R.1930A, 225, Jan. 6, 1930. 


ciation at any time during the life of the utility's 


q “WV = then, go to the trouble of computing the depre- 


property? Based on the contrary theory, the amount of 
the depreciation is the accrued liability to replace it. 
Adopting the view of the Supreme Court as recently ex- 
pressed in the Baltimore Street Railway Case, the differ- 
ence between that amount and value new is a sum of 
money receivable on retirement; one quantity cancels the 
other.” 
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value, and it would be wholly illogical to 

adopt a different rule for depreciation.” 

The Court’s views are applicable to 
amounts credited to a retirement re- 
serve as well as to a depreciation re- 
serve. The Court might aptly refer 
to a credit to the retirement reserve, 
other than a credit from surplus, as “a 
depreciation allowance,” if it be un- 
derstood that plant units depreciate, 
not year by year, or month by month, 
but at the time when they are with- 
drawn from service. 


F operating expense, under rules 
formulated by Commissions, is to 
include retirements at cost, rather 
than at present value, and if a com- 
pany may never expect to recover 
from consumers the value new of the 
units retired, then no unit will ever be 
more than cost because, although a re- 
turn upon its value new may be earned 
during its term of service, it will yield 
the owner no more than cost when re- 
tired. Its value will be that of a bond 
for payment of an amount, at matu- 
rity equal to the cost of the unit. Yet 
the court has held that, in a rate case, 
present value and not cost measures 
the expense of “maintaining the level 
of efficiency” and, in a rate case, it 
would be competent to show that the 
book account “retirement reserve” 
does not reflect an amount to be de- 
ducted from value new, just as, in a 
rate case, book values do not reflect 
present values. 

As to whether the Baltimore Street 
Railway Company Case makes it nec- 
essary to change the accounting rules 
of the Commission in any respect, that 
would be an intrusion on premises 
sacred to the accountants. In any 
event, irrespective of means of proof, 


a company may rightfully expect that 
on the retirement of a plant unit, its 
value becomes converted into a right 
to recover the amount of its value new 
from consumers, in their rates, and 
the existence of that right maintains 
its value new up to the moment of re- 
tirement. 


HE second assumption can now 

be eliminated—that annual re- 
tirements are so nearly equal that the 
amount of a mecessary reserve is 
merely nominal. 

As a matter of fact, there is only a 
marked tendency to approach equality 
from year to year. There is more in- 
equality between annual expenditures 
for replacements in the case of a small 
company than there is in the case of a 
larger company. This is because there 
are fewer costly units, the retirement 
of which makes for inequality. A 
company operating an extensive plant 
may, (like the Detroit Edison Com- 
pany), adopt a policy increasing or 
decreasing credits to retirement re- 
serve according to circumstances. 

Whatever amounts there may be in 
a utility’s reserve, not appropriated 
from surplus, but intended to provide 
for future retirements, which are over 
and above amounts necessary to 
equalize the cost of replacements from 
year to year, and which have been 
charged as expense, in the rates, and 
actually collected from consumers, 
must be regarded as a partial return 
of the investment. They should also 
result in a corresponding diminution 
of the amount to be received from 
consumers when actual retirements 
are made. To this extent and this 
only, can utility property be truly said 
to be depreciated. 
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As Seen from 


the Side-lines 





UBLIC sentiment is often fleeting and 
vanishing. Its migrations are diffi- 
cult to detect or to explain. 
* * 


Yet it is an asset which our public 
utility corporations cannot measure in 
dollars and cents but so necessary they 
could hardly subsist without it. 

* * 


THEIR public relations experts are 
constantly in search of it; they find it 
as elusive as the bwana tumbo and 
sometimes as extinct as the dodo. 

* * 


How they can measure it at all is the 
marvel of our modern economic life. 
x * 


WueEN Mr. Hoover set out to turn 
back the flood of unemployment aad 
nonprosperity, his first thought was of 
the public utility enterprises. He called 
their representatives in droves to Wash- 
ington, in common with the bankers and 
the industrialists. 

* * 

America should never be played 
short, he said in substance. It is pos- 
sessed of extraordinary natural re- 
sources, of material wealth possible to 
maintain high wages and living stand- 
ards, of the most marvelous domestic, 
consuming market which the world has 
ever known. Prosperity was just 
around the bend in the road, he argued, 
and it could be reached if the public 
utility corporations and the industrial 
and mercantile agencies would expand 
their programs of expansion, keep 
wages up and employment firm. 

* * 

Un.ixe Mr. Ford the public utility 
corporations did not leave the Presi- 
dent’s office to hand glowing statements 
to the press. Unlike some of the manu- 
facturing enterprises they did not make 
promises which they intended not to 


keep. Unlike some of the leading com- 
mercialists they did not resolve highly 
and then return to their offices to hand 
out blue envelopes to faithful long-time 
employees. Unlike some of the bank- 
ers and brokers they did not rush back 
to their offices to rig the market, pre- 
cipitate new declines, and create new 
gamblers’ windfalls for themselves. 
Unlike some of the more timid who 
conferenced with Mr. Hoover they did 
not reply that they were greviously 
worried by the trial balances they would 
have to submit to their shareholders at 
the next annual meeting. 
* * 

THEY promised Hoover they would 
put on a program of development and 
expansion, and they kept their word 
without any vainglorious boastings. 

* . 

THE secret correspondence of the 
“power trust,” so-called, as dug out of 
their offices by the Federal Trade Com- 
mission, revealed that I was not regard- 
ed as an over-friend or doting admirer 
of the public utilities. Quite to the 


contrary. 
* * 


THEREFORE, aS one who bore that 
record at least of impartiality in so far 
as they were concerned, I should like 
to keep the record straight by saying 
that the railroads and the power cor- 
porations have done more to maintain 
or regain the economic equilibrium in 
these disordered days than any other 
group or groups which Mr. Hoover 
thought to be necessary to supplicate. 

To set down here in a meticulous 
array of dollars and cents would laden 
these columns even beyond their elastic 
maximum space. But even a casual 
reference to the expenditures made by 
the public utility groups in these days 
when the suffering of unemployment 
has been so ramified would prove the 
point. 
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WHEREVER you find workmen on the 
road or in the fields you will see them 
building either new highways for the 
government or rights of way for the 
power and railroad companies. I noted 
recently that one telephone system in 
New England put into existence a con- 
struction program of forty millions, 
and it was quite evident there had been 
no immediate requirement for the addi- 
tional service which this expenditure 
would provide. With good business 
sense, the executives were taking ad- 
vantage of the favorable prices of con- 
struction materials; with a sense of 
good honor they were fulfilling their 
promises to the President of the United 
States ; with a high patriotic sense they 
were performing their duty to the 
American workingman at a time when 
dire hardship was besetting him. 

* 


WE have heard nothing of lockouts 
among these employers. On the other 
hand we have seen the General Electric 
Company, as an example, installing a 


system of unemployment insurance, cal- 
culated to provide social justice to the 
men and to remove from them and their 
families the ravaging fear of unemploy- 
ment without income in the senior days 
of life. 


* * 


UnrtIt these men have established the 
millennium between employer and em- 
ployee, until they have the good sense 
to abandon some of their propagandists 
who bring only disrepute to their good 
intentions, they will not be dressed up 
with golden wings and halos on this 
earth. 

Tuey have gone far toward reclaim- 
ing public sentiment for themselves, but 
the fragmentary and lesser events of 
the day combine to show that the road 
is yet tortuous and far-distant. In New 
York city, the electric interests offer to 
the public a cut in rates which will ap- 
proximate about six millions of dollars 
a year. Now, that is a sizable sum, 
which may measure the difference be- 
tween profit and loss to the smaller con- 
sumers and which would be taken in 


these times of depression with expres- 
sion of gratitude ordinarily. 
* * 

In the city of Boston, a similar cut 
is offered the public, affecting 90 per 
cent of the consumers there in a com- 
munity where 80 per cent of the 
products are manufactured by small 


tradesmen. 
x x 


But in the former city a grumble of 
discontent and suspicion arises; dis- 
content with the size and character of 
the reduction ; suspicion that the reduc- 
tion is not equitably divided among all 
the consumers. In Boston the event 
is received for a day in the press and 
then disappears with hardly a laudation 
to mark its passing. 

* * 

Ir seems, therefore, as said above, 
that public sentiment is difficult to 
gauge, is rarely acquired and is as mys- 
terious in its comings and goings as 
any of the characters in the S. S. Van 
Dine murder mysteries. 

* * 

Rapicats tell us that the public utili- 
ties are reaping some of the harvest 
they have sown. Conservatives tell us 
that public sentiment is without foun- 
dation, that it is the hysterics of the 
mob at best and, therefore, not worth 
the time of cultivating. 

* * 

As one who is asked by this maga- 
zine to chronicle the events of the sea- 
son in their relationship to the public 
utilities, it may be sufficient to express 
the conviction here that they will reap 
widely and advantageously from their 
altruistic conduct at this time. 

* * 

THE public is not in the habit of ex- 
tolling good works. It accepts them 
naturally. It repays them gratefully, 
so long as the donors of them do not 
brag or boast or brazenly demand com- 
pensation for them in any unreasonable 


form. 
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What Others Think 





The Influence of the Holding Company 
on Rural Electrification 


FTER a study of the rural electrifi- 
A cation problem, Harry R. O’Brien 
says that one fact is certain—and that 
is that the farm people of America 
want electricity. He declares that some 
will obtain it from the utility com- 
panies, others from individual plants ; 
that it may take ten years, perhaps 
longer, but that eventually every farm 
worthy of the name will be electrified. 

Among the “ifs” in rural electrifica- 
tion he includes the original cost of 
farm electrical equipment. He says: 


“Home feed grinders in use generally 
were too big, operated too slowly, and took 
too much power to operate by motor. So 
manufacturers, working with college agri- 
cultural engineers and power company serv- 


current. A manufacturer has taken over 
this stove. 

“In like manner, as a result of the ex- 
perimental farm lines, the same transfor- 
mation has been going on with washing 
machines, refrigerators, dairy tank coolers, 
dairy sterilizers, chick brooders, incubators, 
water heaters, irrigation pumps, and other 
kinds of equipment that can be electrified. 

“It was only after this work that general 
use of these was possible on the average 
farm. If a million or three million farm- 
ers are ever to have electricity from power 
lines and make use of current in sufficient 
amount to pay the power companies, a lot 
more such work will have to be done, for 
many of these appliances are not yet per- 
fected or brought down sufficiently in 
price.” 


Oo it would seem that obstacles in 
the way of rural electrification do 


ice men, have developed small grinders, not so much consist of the rates which 


some of new type, that operate with five 


or seven and one-half horse-power motors. Can be charged for the service as in 
Prices on small grinders have been sharply the cost of manufacturing and selling 
reduced as these have been perfected. equipment suitable for the use of the 


“Silage cutters were studied, and it was 
disclosed that, by reducing the speed and 


farmer. This cost of equipment prob- 


keeping the knives sharp, these could be lem is one which applies to all rural 
driven by a five horse-power motor, could communities. Rates also may be a fac- 
= og by a a and silage put in tor in some places where the cost of 

€ silo Yor only 2 few cents a ton for distribution is high. But eventually all 


power and with a big saving in labor. 


“It was discovered, when electric stoves of these problems will be solved. 


were put into farm kitchens on the experi- 


Of course, this proposition of rural 


orpny that Pe — = ~ a electrification has its difficult phases. 
ae eee ey eesew «There is the problem of social distribu- 


who lives in an apartment and does her 
baking over the telephone. The ovens were 


tion of benefits. Unless electricity can 


entirely too small to suit the kitchen that be furnished to the farmers of the 
cooked and baked for harvest hands. Be- country at somebody else’s expense, it 
sides, they were too expensive for many must be supplied at a cost low enough 
arms, ° ° ° ° ° 
to be within his reach. This question 


“This has led to the designing of elec- 


tric ranges with larger ovens. Others have was recently discussed by Mrs. Henry 
been designed that use both current and J. Mies, president of the Illinois Home 
coal or wood. By taking off the nickel and Byreay Federation. Mrs. Mies said: 


frills, manufacturers have cut costs. Then 
recently research engineers of the Detroit 
Edison Company have designed a new-type 
electric range that doesn’t even look like 
a stove. But it sells for $85 net or about 
$105 installed and is quite economical in 


295 


“The first thing a farm family must 
consider is: ‘Can we afford it? Swe we 
the money?’ 

“It makes no difference how reasonable 
a thing is; you may offer me a wonderful 








make me change my mind if you can show 
me that at the rate you are offering me 
the commodity I shall be able to more than 
return my original outlay and interest on 
the investment. Would it pay to borrow 
the money if I could? 

“Farmers are asking this question as this 
inquiry proves: ‘Are farmers who have a 
mortgage on their farm (getting larger 
each year) justified in having any kind of 
electricity?’ It seems to me that the very 
fact that a farmer in that condition finan- 
cially asks the question, should be proof 
to the utilities that farmers are thinking 
and wanting electricity. If you can give 
that farmer and his wife, and the many 
who belong in his class, a rate at which 
=~ can prove to him electricity will pay 

im for his investment and furthermore 
increase the efficiency of his farm, him- 
self, and his wife, so as to help them to 
pay the mortgage, he is a prospect. 

a a man has the money, can 
make the investment—what is he going to 

gain by it? What returns are he and his 
family going to get in the way of com- 
fort, raising their living standards, and 
getting financial returns? He wants all 
of the proofs the former individual did, 
although he may be in position to take 
more of his return in comfort and addi- 
tional convenience and happiness to his 
family. 

“Public utilities then must determine at 
what price electricity can be furnished to 
these rural homes, so the farmers will buy 

? and there will be a profit to fhe company. 
We are all very much aware that no com- 
pany expects, or is expected to do, any- 
thing unless it can see profit present cr 
greater profit deferred.” 


B RINGING electric current within the 
reach of all has been one of the 


been working upon. It is being gradu- 
ally solved. It has been solved in the 
large, and in most of the small, com- 
munities. In most places the people 
could not afford to be without it. 

Now what has the holding company 
done to help solve these problems of 
rural electrification? The holding com- 
pany’s part in the spread of rural elec- 
trification has not been discussed as 
frequently as its other advantages and 
its alleged dangers. In a booklet issued 
by the Middle West Company it is 
stated that rural electrification would 
be impossible were it not for the hold- 
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bargain, if I haven’t the money and have ing company. The matter is thus dis- 
any sense, I'll leave it alone. You might cyccsed: 


great problems the electric industry has B 


“It would be impossible but for the 
financial and engineering facilities made 
available to the operating electric light and 
power companies through their affiliation 
with the parent investment companies, for 
them to undertake rural electrification on 
any very extensive scale because of the 
large amount of capital required. The rela- 
tively small and scattered business which 
is possible on rural lines, in the beginning 
at least, would impose severe financial 
limitations upon such work. 

“But the utility investment companies, 
through their nationwide financial organi- 
zation, and because of their strong finan- 
cial position which is to some extent a 
consequence of the great diversity of their 
interests and investments, are able to as- 
sist the operating companies in financing 
the extension of their service to farmers. 

“The relations of the operating com- 
panies to these utility investment com- 
panies assure to the remotest corners of 
America substantial equality of electrical 
opportunity; a financial, technical, and sci- 
entific parity, as far as that is capable of 
human accomplishment, with the greatest 
cities in access to adequate electrical energy. 

“In promoting the extension of electrical 
current to smaller communities, the public 
utility investment companies have paved 
the way for many other improvements in 
the farmer’s life. In broad belts around 
cities and smaller towns, farm work is not 
only being electrified, but farm life is being 
suburbanized. The spread of factory in- 
dustry to smaller centers enables the farm- 
er to increase his income in many ways. 
More of his raw products adapted to manu- 
facture can be delivered without having to 
carry the cost of a long freight haul, while 
opportunities for employment near home 
for the children of the farm are multi- 
plied.” 


UILDING up the physical base for 
the electrification of farms is not 


the only contribution of the holding 
company, it is stated. 


“The utility investment corporations 
have done much more than build a physical 
base for the electrification of farms and 
provide for their financing on equitable 
terms. When farm power can be supplied 
from a generating and transmission sys- 
tem, which has already been built up to a 
point where it is commercially successful, 
the farmer virtually becomes a power- 
using partner with all of his neighbors 
on the system, whether they be industrial, 
commercial, or domestic consumers. 

“This sort of partnership in power fa- 
cilities is one of the secrets of Americas 
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industrial progress since the War. Our 
manufacturing industries have been enabled 
either to junk their old power plants or 
to construct factories without installing 
equipment for generating power. This has 
reduced the capital needs and capital costs 
of manufacturing, and it has also relieved 
it of the economic rent so often saddled 
upon the factory, when its location is dic- 
tated by access to coal supplies or water 
for steam generation. 

“In similar fashion, when the farm is 
linked into the power system of adjacent 
cities and towns, systems which have been 
been constructed with an eye to every 
economy possible from the pooling of the 
power supply of a great number of con- 
sumers, the farmer’s capital costs for power 
are reduced. 

“On the other hand, for the farmer to 
link his farmstead to a localized or finan- 
cially feeble power system would merely 
give him access to electrical power, With- 
out participation in any of the economies 
or reduction of capital costs which result 
from the connection of a farm to operat- 
ing systems that enjoy the various bene- 
fits conferred by integration under well 
organized public utility investment com- 
panies. 

“When the farmer uses power from the 
generating plants and transmission web of 
a large operating company, able to finance 
itself in the leading money markets in the 
world through its affiliation with the pub- 
lic utility investment company, he pays 
much less for a part of the capital used 
in his business than he has to pay when 
he provides power units by the use of his 
own resources and credit. 

“While he must buy electric lamps, 
motors, and apparatus with his own money 
in order to tap the co-operative power 
supply provided by the electric light and 
power industry, he finds that this invest- 
ment gives him access to the use of facili- 
ties at many places at the same time by the 
mere throwing of a switch. 

“In other words, he is able to make a 
much more continuous use of these co- 
operative facilities than he can make of 
power generating units which he provides 
himself. And this continuous use of facili- 
ties, financed more cheaply than any he 
could finance himself, gives him an added 
advantage. Before electrification, he must 
provide a power producing unit, animal or 
mechanical, for nearly every task with his 
own credit and resources, “isolated,” as 
the Secretary of Agriculture notes. 

“It might be thought by some that there 
would be little appreciation of such finan- 
cial complexities and details by men of 
the objective type of mind which prevails 
among farmers, but the rural service men 
of power companies do not find this to 
be true.” 
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OMETHING certainly has been re- 
S responsible for the remarkable de- 
velopment of the electrical industry in 
a comparatively brief period. Service 
has been improved and extended, and 
rates have been reduced. The holding 
company without doubt has had a fin- 
ger in this. 

The fact that the holding company is 
thus actually being used in an effort 
to increase rural electrification at costs 
that will be within the reach of the 
American farmer gives a lie to many 
general and sweeping accusations 
against the holding company that have 
been so current within the last decade. 
Quite probably there are good holding 
companies and bad holding companies. 
Unquestionably there have been in- 
stances when the holding company has 
been put to unlawful and unethical pur- 
poses as in the Northern Securities 
case, but many critics of this corporate 
form persistently refuse to grant it one 
saving virtue. 

A holding company situation in the 
public utility industry has been puzzling 
to many persons including several po- 
litical leaders. As practically all criti- 
cisms of the public utility industry cen- 
ter upon the question of the reasona- 
bleness of rates so criticism of the 
holding company movement has been 
largely inspired by a fear that it will 
somehow or other lead to increased 
rates. 

In practice it has not done so: In 
theory, at least, holding company opera- 
tion could not lead to increased rates 
under state regulation of the operating 
companies. In the opinion of Martin 
J. Insull the idea that the public will 
be adversely affected by holding com- 
pany operation is due to a lack of un- 
derstanding of the financial structure 
of the operating and holding companies. 
He says: 

“The feeling that the holding company 
adversely affects rates for electric service 
can only be attributed to a lack of under- 
standing of the financial structure of the 
operating companies and the holding com- 
panies that control them. If one adds the 


total issue of the securities of an operat- 
ing company to that of the holding com- 
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pany that controls it, one would arrive at 
a figure much larger than the aggregate 
securities of the two in the hands of the 
public. From this. it might be assumed 
that rates for service would have to be 
such as to earn a return upon the total 
issue of securities of both corporations. 
However, by eliminating the amount of se- 
curities of the operating company in the 
treasury of the holding company, it will 
be found in most cases that the aggregate 
amount of securities of both corporations 
in the hands of the public is probably less 
than the total securities issued by the 
operating company alone. This being so 
the rates would only have to be enough to 
earn a return upon an amount of securi- 
ties equal or less than those issued by the 
~<a company to whom the rates are 
paid. 

“As a matter of fact, we know that rates 
are not based on securities issued but on 
the fair value of the property used and use- 
ful in the public service. We think the 
public knows this; but we are wrong. How 
can we expect the man on the street to 
know these things when outstanding po- 
litical leaders, judging by what they say 
or write, do not know them? I quote from 
an article by Governor Roosevelt of New 
York in last December’s issue of The 
Forum: 


“Tt is also a fact that the capitaliza- 
tion of those holding companies and of 
their subsidiaries and component parts is 
many times the amount of money which 
the property owned by them represents 
in actual outlay or in fair valuation of 
the property. Let that fact sink in.’ 
Further he says: 

“‘*No one questions the assertion that 
because electricity can be transmitted 
over great distances, the consolidation of 
management ought, in principle, to result 
in greater business efficiency and in a 
lower actual cost of production. But if 
we accept either the capitalization of 
these great holding companies or the 
market value of their securities, it is per- 
fectly obvious that they expect to earn 
infinitely larger profits than the historic 
and sound theory of a reasonable re- 
turn would permit.’” 


“And later he adds: 
“*The present trend, caused principally 


by a lack of public interest and under- 
standing, is to permit the consumers to 
pay the dividends on vast increases of 
stock issues resulting from mergers and 
from the creation of holding companies.’ 


“Such statements as these, creating er- 
roneous impressions in the public mind, 
can be found daily in the press. While 
we are considering and discussing here the 
problems of our industry, we should ask 
ourselves, What are we as an industry do- 
ing to controvert this kind of misinforma- 
tion? What is this association doing? 
These are questions to which we can well 
afford to devote our time and thought. A 
recent survey of this association’s mem- 
bership showed that matters pertaining to 
holding companies are the principal cause 
of criticism or adverse comment directed 
toward the industry. This can only be the 
result of lack of correct information, and 
the acceptance of misinformation because 
the correct information is not as easily 
available. This is a condition that re- 
quires prompt correction.” 


It must be remembered that consoli- 
dation of operating companies through 
the medium of holding companies is 
not a movement confined solely to util- 
ity companies. It is a general move- 
ment in the industrial world which has 
been going on for some time, and for 
which there must be some cause aside 
from the mere question of profits. 

—H. C. S. 


“Some Irs in RuraAt ELEctTrRIFICATION. By 
Harry R. O’Brien, The Country Gentle- 
man, June, 1930. 


Uritiry SERVICE FROM THE VIEWPOINT OF A 
Farmer's Wire. Address by Mrs. Henry 
J. Mies at the Conference on Rural Elec- 
—. Springfield, Illinois, March 20, 


Harvests AND Hicuitnes. Middle West 
Utilities Company. 120 pages. 


Hotpinc CoMPANIES AND THEIR RELATION T0 
Recutation. By Martin J. Insull, Presi- 
dent of the Middle West Utilities Com- 
pany, Chicago. Address before the Na- 
tional Electric Light Association, San Fran- 
cisco, June 19, 1930. 





The Turning of the Railroad Worm Upon Its 


Regulators and Inquisitors 


road management has been handicapped 
in solving the problem of efficient and 
economical service. J. G. Lyne, a well- 
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OME students of railroad operation 
believe that regulation has not been 
wholly in the public interest; that rail- 
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known financial writer, appears to be 
of this view, but he thinks that railroad 
managers are beginning to assert them- 
selves. He says: 


“Railway managements have had to con- 
tend with strict government regulation for 
many years and the fear has been expressed 
that they may have lost the ability to con- 
tend with their problems alone. This fear 
may be dismissed because of the growth, 
gradual but unmistakable, of a militant 
spirit on the part of several railway lead- 
ers. In this respect the situation presents 
some analogy to prohibition. The begin- 
ning of the restraint finds the victim dazed 
and unbelieving and his cries of protest 
are feeble. As the constriction grows re- 
sistance increases. 

“There is, to be sure, as yet no general 
revolt. On the other hand, the industry, 
after years of great caution, is beginning 
to show evidences of independence and 
pugnacity in its leadership. The Van Swer- 
ingen brothers have found a way to take 
over railroads and make them yield greater 
profits without a by-your-leave to the 
bureaucracy. A railroad president has 
come to light who is courageous enough to 
take a prominent part in politics and to 
associate himself publicly with the wets. 
Another has so far forsaken cautious 


advancement makes railroad operation 
cheaper and places the railways in a 
stronger competitive position. 

“The future of the industry depends on 
the resistance which it can develop in the 
defense of its rights and natural advan- 
tages, in its ability to continue to satisfy 
its customers, and the success it achieves 
in getting other groups in the community, 
faced by similar political persecution, to 
make common cause with it. 

“The plaguing of the railroads shows the 
same pathological phenomena as prohibi- 
tion—a_ sadistic officialdom unrestrained 
by reason of popular political ignorance 
and lethargy. The individual howls only 
at his own, not his brother’s, woe. By 
taking us on a group at a time, the poli- 
ticians and their minions enslave us all. 
Today it is the railroads which are on the 
rack. Other economic groups stand by in 
tolerant indifference. But tomorrow it 
may be the banks, the telephone system, 
the chain stores, the automobiles, or the 
publishers. Some day even the peasantry, 
whose leaders are the Torquemadas of the 
railway inquisition, when they are reduced 
in political strength in proportion to their 
numbers, may feel the flames of the fag- 
gots which they now with such manifest 
relish heap up around another victim.” 


But the railroads are not alone in 


conventionality that he has consented to go being subjected to public criticism. At 


to Russia to help the Bolsheviki reorganize 
their railroads. 


the present time the attack is being 


“In New England the railways seem to made upon the utility industry, espe- 
have rewon their way into the confidence jally the electric industry, state regula- 
of the public so that even the politicians tion of the utility industry and Su- 


have left off attacking them. One of them, 


the New Haven, has achieved a measure of preme Court decisions affecting rates. 
security by gaining control not only of Criticism, however, is a perfectly nor- 
ope gy eyo but - water lines mal activity. If the criticism against 
as well. Railroads here and there all over 3, industry is not justified, the indus- 


the country are branching out into the bus 
and truck business, more and more each 


try ought to be able to meet it. If the 


month, so that motor competition will be- criticism is justified, the evils com- 
come less dangerous to them as time goes plained of should be corrected. 


on. There is an increasing popular agita- 
tion, lead by E. N. Hurley, former chair- 
man of the Shipping Board, toward re- 


—D. L. 


moving the senseless restriction which THe Rarmroaps Girp For BATTLE. | J. G. 


virtually deprives the railways of the right 
to operate ships. All the while technical 


Lyne, The American Mercury, August, 


1930. 





The Effect of Commission Regulation 
on Utility Securities 


yore of opinion exists as policy of strict regulation has been 
_to the desirability of regulating adopted. In others security issues are 
the issuance of securities by public unregulated by State Commissions. 
utility companies. In some states a Pennsylvania has adopted the policy of 
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publicity. Where a policy of strict 
regulation is enforced, it is said to have 
had a very beneficial effect from the 
investors’ standpoint. In speaking of 
this, William A. Prendergast, formerly 
chairman of the New York Public 
Service Commission recently made the 
following observations: 


“The protection of the public interest 
has been furthered in no more substantial 
way than through Commission surveil- 
lance of capital issues. One of the evils 
which called forth Commission regulation 
was what was commonly known as “stock- 
watering,” or the issuance of securities 
without adequate property values behind 
them. Regulation cured that evil to the 
full extent that State Commission power 
extended. This is an indisputable claim, 
and certainly there could be no more ef- 
fective protection of the public interests. 
No body of our business men were quicker 
to perceive this, than the bankers of the 
country, especially those who marketed the 
securities of the utilities. It is not too 
much to claim that a Commission approval 
of an issue of securities is regarded as the 
equivalent of a guarantee of the basic 
value of the issue. This estimate of the 
banking world passed to the investing pub- 
lic whose interests have been and are amply 
protected by the Commissions. The larg- 
est investors in utility securities are the 
insurance companies. Many invest with a 
view to protecting the death benefits of 
their assured, and the property losses of 
their customers. There are no keener ap- 
praisers of the value of securities. The 
stability that has been imparted to utility 
securities through state regulation has 
made this type of security especially ac- 
ceptable to insurance companies. A lead- 
ing banking house has recently stated: 


“‘*An analysis of the bond investments 
of the twenty-five leading life insurance 


companies in the United States and Can- 
ada shows that, at the end of 1928, they 
held bonds of utility companies in a total 
amount of $1,400,000,000, representing 
24.6 per cent of their aggregate bond in- 
vestments. Seven years earlier the cor- 
responding proportion was only 7.7 per 
cent. 

“‘The resources of these twenty-five 
companies amount to more than three 
quarters of the total resources of life in- 
surance companies in the two countries, 
so that the results may be considered 
representative. Since life insurance com- 
panies are among the greatest of Ameri- 
can investors, and since they make use 
of the best technical assistance, the rapid 
increase in the proportion of the funds 
invested in utility securities is all evi- 
dence of the high opinion in which these 
securities are held. 

“‘Other institutions, particularly banks 
and universities, are purchasing utility 
company securities in increasing amounts, 
thereby indicating their confidence in the 
fundamental soundness of such invest- 
ments.’ 


“I confidently assert that it is regulation 
that has given to these securities a large 
measure of their marketability, and cite 
this as an incontestable proof that ‘state 
regulation has protected the public’s inter- 
est.’” 


In support of this view it might be 
stated that New York has a banking 
law which permits savings banks to in- 
vest in certain utility securities provided 
their issuance is under state regula- 
tion. 


Has Strate REGULATION: Prorectep THE Pus- 
tic’s Interest? Address by William A. 
Prendergast at the convention of the Na- 
tional Electric Light Association, San Fran- 
cisco, June 19, 1930. 





The Holding Company as a Factor in the 
Declining Cost of Power 


F EW persons stop to think how cheap 
electric service is. There has been 
much controversy over the _ rates 
charged for that service grounded on 
theoretical discussions as to what the 
rate base should be; but little consid- 
eration has been given to the actual 
charges made as compared with the 


value of the service or the prices paid 
for other things in use in the house- 
hold. A brief reference to the cost 
and value of this service was recently 
made by M. A. Morrison, vice presi- 
dent H. M. Byllesby Company. Re- 
ferring to electric service Mr. Morrison 
said: 
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“It is impossible for us to adequately 
explain or to place a true and comprehen- 
sive value upon such service. In fact, the 
value of the service in its broadest appli- 
cation that our utility companies offer to- 
day is so intangible that there is not even 
a member of the Accounting National Sec- 
tion capable of making a complete and 
comprehensive cost analysis. The account- 
ants and chemists have even been able to 
tell us in dollars and cents the cost of a 
human being. We have been told that it 
is possible to purchase from any drug 
store in your city, for $1.25, all the physical 
ingredients contained in the body of a man 
weighing 190 pounds. You would receive 
enough sugar to fill a salt shaker, sufficient 
fat to make eight bars of soap, enough iron 
to make a nail, lime sufficient to whitewash 
a chicken coop, enough phosphorus to make 
the tips of 2,500 matches, potassium in suf- 
ficient amount to explode a toy cannon, 
enough sulphur to rid your dog of fleas, 
and enough magnesium for a dose of 
physic. 

“By the same token, the accountants in 
the utility industry have found that for 
one cent your refrigerator will work one 
hour and twelve minutes freezing ice cubes, 
that you may be entertained by your radio 
for three hours, that your wife may curl 


her hair with a curling iron for seventeen 
hours, and that two hours’ use of the wash- 
ing machine may be had also for a single 
cent. 

“Yet, having the cost of a human being, 
it is just as impossible to measure the 
broad influence he may have upon society 
and industry as it is to evaluate the sav- 
ings afforded through the service which 
cools your home in summer and auto- 
matically turns on your furnace in winter. 
All of these things have been developed to 
an almost unbelievable degree as the result 
of experiments and experience either by 
the public utility holding companies or by 
research institutions made possible through 
the financial assistance of these most 
human of holding company executives.” 


Whether consumers do or do not pay 
more than the actual cost of the serv- 
ice, they unquestionably get full value 
received for what they pay. Electricity 
is one of the cheapest things on the 
market. 


“A BroapER REALIZATION OF THE HOoLpING 
Companies Errorts to Serve.” Address 
by M. A. Morrison, San Francisco, June 

17th, 1930. 





The Parable of the Street Car and the 
“Horseless Carriage” 


ERE is a little story of the rise and 
fall of an interurban electric rail- 
way: 


“Persons of a reminiscent turn of mind 
will no doubt muse with mixed feelings 
over the suspension of operations of the 
Rochester & Eastern Railway. On that 
day in November, 1903, when excited 
throngs struggled to get aboard the first 
car operating over the new railway, who 
would have supposed the line would come 
~ o untimely end only twenty-seven years 
ater 
_ “And who, even of the most daring 
imagination, would have supposed that the 
cause of death would be the comical little 
‘horseless carriage’ that was just beginning 
to appear in the streets? 

“The Rochester & Eastern at that time 
represented a new form of interurban 
transportation. Many thought it could not 
compete with the steam railroads, but they 
soon changed their minds. It brought the 
farms closer to the cities, just as the auto- 
mobile has since brought them still closer. 
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The trolleys ran frequently, were con- 
venient of access, and moved quite as 
speedily as the old ‘accommodation trains’ 
that previously had been the chief means 
of interurban transportation. 

“For years the Rochester & Eastern was 
one of the most | ng trolley lines in 
the state. In 1 it increased its capi- 
talization from $1,500,000: to $15,290,200. 
Important railway interests coveted it, and 
frequently it changed hands, was merged 
and re-merged until it finally became one 
of the important links of the New York 
State Railways, a subsidiary of the New 
York Central Railroad. 

“In its early years the line had difficulty 
in meeting the demands of traffic. Com- 
plaints of inadequate service were fre- 
quent, especially from Pittsford, which fur- 
nished a large percentage of passengers. 
Farm sections east and south of Roches- 
ter were opened up by the line. Rural 
residents learned that they could travel to 
Rochester and back in half a day, and both 
—_ the city profited. 

“Now the electric trolley has reached the 
end of its particular chapter in the story 
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of modern transportation. A new chapter 
is already well under way.” 


This little parable might serve as a 
pertinent answer to those who so con- 
fidently but inaccurately assert that the 
state guarantees public utility compa- 


nies a reasonable return on their invest- 


ment. 
—D. C. S. 


Tue Enp or AN Era. An editorial in the 
Democrat and Chronicle, Rochester, N. Y., 
July 31, 1930 
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“ec Luck” 


So years ago an American prospector went to a friend and asked 
him for a stake to the amount of , 
The friend was not rich but he had the money. He had accumulated 
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it by hard work and by saving. He thought the matter over and 
reached the conclusion that the risk of losing his money was too great. 

The prospector finally got the money from another friend in a simi- 
lar situation, and struck gold. He and the friend who staked him 
thereupon became rich. 

“Lucky dogs!” said the first friend who hung on to his money. 

But it was not luck which came along and shook hands with the 
prospector and the friend who staked him. Success was the result of 
vision, enterprise, the investment of capital, and nerve. 

All of these factors play their part in the success of any great com- 
mercial enterprise—including that of furnishing public utility service. 
a are various degrees of risk, but very few investments are “sure 
things.” 

After a business or service is established and we take them for 
granted, we often forget the vision, enterprise, and nerve of those who 
have made the business or service possible. 
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WHAT READERS ASK 


Out of the mail bag of the editors have come these 
questions; because they touch upon subjects of broad 
interest to those in the public utilities field, they have 
been selected for publication—together with the an- 
What questions do you want to ask? 


swers. 


QUESTION 


When a city levies a franchise tax 
against a public utility, should this 
be charged to operating expenses? 


ANSWER 


A franchise tax, like other taxes, should 
be borne by the ratepayers of the utility. In 
Consolidated Gas Co. v. Newton (1920) 267 
Fed. 231, P.U.R.1920F, 483, it was said that 
so long as the state allows a special fran- 
chise tax and does not allow the value of 
the franchise to figure in the rate base of 
a public utility, the amount of the tax is a 
proper operating expense. : 

A special treatment may be necessary in 
those cases where a public utility is furnish- 
ing service in different communities. For 
example, in Re Idaho Power Co. (Idaho, 
1920) P.U.R.1920C, 949, it was ruled that 
payments made to a municipality in lieu of 
a franchise tax by an electric company fur- 
nishing service in different communities 
should not be charged into the general oper- 
ating expenses of the company but should be 
charged against the patrons residing in the 
municipality receiving the taxes, since such 
payment inured to that city alone. 


e 


QUESTION 


What is meant by the so-called 
“coal surcharge” in rate schedules? 


ANSWER 


The adoption of coal surcharges was 
brought about by rapid price fluctuations 
during the war and the disturbed economic 
conditions which followed the war. Fluctua- 
tions in coal costs led to the establishment 
of “riders” to rate schedules by which stand- 
ard rates were varied upward or downward 
according to the increase or decrease in the 


price of coal. These rate riders are quite 
frequently authorized. 

But these automatic adjustments were in 
several states regarded as only a temporary 
expedient, and with the return to more nor- 
mal conditions, were rejected by some of the 
Commissions. The theory upon which the 
coal clauses were eliminated from the sched- 
ules was that they should be superseded by 
more definite rates. The Vermont Commis- 
sion took the position that the schedules 
should contain sufficient data to enable a cus- 
tomer, inte whose manufactured goods the 
company’s product enters as an element of 
cost, to compute with reasonable accuracy 
the expense of that element; that a schedule 
of rates which left to the company power to 
increase or diminish its charges according 
to some variable circumstances in its dis- 
cretion did not furnish to the customers that 
information which the law contemplates; and 
that rates established by such a method are 
not fixed by law, but by the will of the com- 
pany. 

The cases covering this feature of rate 
making are discussed in Vol. I, Guiding 
Principles of Public Service Regulation, by 
H. C. Spurr, p. 80, id. Vol. III, p. 488. 


e 


QUESTION 


How may the confiscation of a 
utility company’s property be accom- 
plished? 

ANSWER 


There are various ways in which confisca- 
tion may take place. If a municipality were 
taking over utility property for municipal 
operation, confiscation might result if an 
inadequate price were fixed upon the prop- 
erty and the utility company were required 
to turn over the property at that price. 

The Supreme Court has also held that 
confiscation may take place if the income, 
as well as the body of the property itself, 
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is taken without due compensation; and that 
the utility company is entitled to a fair re- 
turn upon the reasonable value of its prop- 
erty. Therefore, confiscation may take place 
if the property is valued too low, or if a 
proper value is placed upon the property, the 
percentage of return is made too low. ‘ 

Confiscation may also result from an in- 
adequate allowance to take care of the annual 
depreciation of the property. It is also con- 
ceivable that confiscation might take place if 
an insufficient allowance were made for 
operating expenses. All of these questions 
have to be carefully considered when a ques- 
tion is raised as to whether a particular rate 
is confiscatory or not. 


e 


QUESTION 


W ould it be possible to deny utility 
companies the right to appeal to the 
Federal courts? 


ANSWER 


No. The right to appeal to the Federal 
courts on purely Federal questions is open 
to all. It could not be granted to one class 
of citizens and denied to another. 

When a State Commission or a state legis- 
lature fixes a rate so low in-the opinion of 
a utility company, as to amount to a con- 
fiscation of its property, the company has a 
right to have a Federal court pass upon the 
question. No state legislature can deny the 
exercise of that right. Congress itself could 
not do it because it is a fundamental liberty 
safeguarded by the Constitution. 


e 


QUESTION 
Why should a customer of a gas 
company be charged anything for gas 
service if he uses no gas? 


ANSWER 


He should be charged something because 
he gets something from the company, even 
if he uses no gas. He gets the privilege of 
using it if he wants it which is evidently 
worth something to him, or else he would not 
ask to be connected with the mains. 

A man who takes out a fire insurance pays, 
whether he has a fire or not. A man joins 
an automobile club and pays dues, which 
include road service by the club, if he 
needs it. He may never need it, but to 
make the service available if he needs 
it, the club has to maintain the necessary 
equipment for that purpose. The club 


member gets protection for which he pays. 

To be able to render service if the gas 
customer needs it the company has to in- 
stall and maintain a meter, and gas manu- 
facturing equipment. It has to install the 
meter whether he uses any gas or not. 

In a recent case in New York, a gas com- 
pany reports showed that 2,061 customers 
attached to its mains used no gas. 

If there were no minimum or service 
charge, the cost of these customers to the 
company would have to be borne by other 
customers. 

So customers who use no gas should pay 
something for the privilege of being attached 
to the mains, first because it costs something 
to afford them that privilege, and second, 
because if they do not pay, the cost must be 
added to the bills of other customers. 


e 


QuESTION 


An electric company with the ap- 
proval of the State Commission 
adopts the policy of changing from 
direct current to alternating current, 
but continues to supply existing cus- 
tomers with direct current. A build- 
ing in which direct current is used is 
torn down and replaced by a new 
building. The owner of the new 
building demands direct current for 
an elevator, because he says alternat- 
ing current equipment will cost more 
than direct current equipment. The 
new building will require a larger 
amount of current than the old build- 
ing. Is the owner entitled to be 
served by direct current because other 
customers in the area are still served 
by direct current? 


ANSWER 


The New York Commission has held that 
he is not; that it is not unlawful discrimi- 
nation, to authorize the company to serve 
the owner of the new building with alter- 
nating current. The Commission said that 
in order to carry out the policy of the com- 
pany to substitute alternating current for 
direct current it was necessary to stop tak- 
ing on new direct current business and sup- 
ply alternating current to the new business. 

roder & Koppel v. New York Edison 
Co. (N. Y.) P.U.R.1929E, 257. 
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The March of Events 





Low Electric Rates Offered for 
Off-Peak Periods 


me rates of 1 cent and less a kilo- 
watt hour for domestic heating are re- 
ceiving the consideration of more than 80 

ublic utilities in the eastern portion of the 

nited States, according to a survey just 
completed by the Hall Electric Heating 
Company of Philadelphia, says the Washing- 
ton Herald, which adds: 

“Sixteen public utilities in Pennsylvania, 
New Jersey, Ohio, Indiana, Virginia, Florida, 
and other states have already published rates 
ranging from 1 to 2 cents a kilowatt hour, 
the company’s records show. 

“Foremost among these to announce an at- 
tractively low rate for domestic electricity 
in this country is the Philadelphia Electric 
Company, which is now offering a rate of 
1 cent a kilowatt hour for the operation of 
water heaters. The Jersey Central Power & 
Light Company is quoting a similarly low 
rate for the same type of service. 

“Probably the first utility in this country 
to offer a rate as low as 1 cent for the opera- 
tion of domestic house or water heating 
plants, in which electricity is the fuel, was 
the Indiana Service Corporation. 

“As in Europe, the energy for the opera- 
tion of house or water heaters is supplied at 
‘off peak’ periods in the power plants. Al- 
though it is not possible for a consumer to 
store electricity as such, systems have been 
developed whereby this ‘off peak’ or low 
cost, electricity is converted into hot water 
heat in thoroughly insulated tanks, and sup- 
plied as needed under thermostatic and auto- 
matic control. 

“The switches govern the equipment in such 
a way that current is supplied only at times 
when minimum demand is being made of the 
power plant’s facilities. The water in these 
tanks remains hot on the same principal as 
involved in thermos bottle storage, so that 
an adequate supply of hot water is main- 
tained at all times for heating or household 
uses. The system of operation is such that 
there can be no consumption of current as 
long as the supply of hot water is sufficient.” 


° 


Farm Relief through Lower 
Railroad Rates 


T= railroads have come to the front in 
an attempt to assist the drought-stricken 
regions. 


Following a conference between 


President Hoover and railroad officers, ar- 
rangements were announced for immediate 
half rates upon freight movement of agri- 
cultural commodities or livestock in these 
regions. 

The plan is that the Department of Agri- 
culture wil! certify to the railroads the 
counties in each state where the drought is 
sufficiently serious to warrant reduced rates 
on agricultural commodities or livestock. 
Any farm dealer in these counties desiring 
to move feed or livestock will report such 
intention to his county agent, and the latter 
will then approve the application to the local 
agent of the railroad. 

The railroad companies on August 15th 
filed with the Interstate Commerce Commis- 
sion tariffs reducing by 50 per cent the rates 
on live stock from drought-stricken areas 
and on hay, feed, and water into these areas. 
This was under authority of an order by the 
Commission making it unnecessary, as a 
drought-relief measure, for the railroads to 
follow the usual procedure in reducing rates. 


* 


International Telephone 
Directory 


HE Department of Commerce, according 

to the Washington United States Daily, 
has issued a report of the publication of an 
international telephone directory which lists 
the names of nearly 50,000 subscribers in 38 
different countries. The majority of the sub- 
scribers are European, but in addition North 
and South America,- Australia, Netherland 
East Indies, and other countries are repre- 
sented. 

The new company is called the “Annusire 
Telephonique International,” and, according 
to the report, is capitalized at 25,000 pounds 
sterling, of which 19,000 pounds represents 
preferred shares paying 7 per cent cumula- 
tive dividends and the balance common 
shares limited to 8 per cent dividends. The 
head office is in Copenhagen. 


¥ 


Pipe Line Extensions Present 
Railroad Problem 


HE extension of both oil pipe lines and 
gas pipe lines through the country, which 
has been greatly accelerated, provides a 
problem for the railroads. Oil which was 
formerly carried in tank cars will now to a 
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large extent be transported through pipes, 
while natural gas lines will result in increased 
consumption of that fuel with a consequent 
lessening of the demand for and tra in 
coal on the railroads. 

This problem is said to be more serious 
for the railroads than the development of 
the automotive industry. While the motor 
busses and motor trucks diverted business 


from the railroads, the auto industry also 
provided additional traffic for the railroads 
in the form of oil and products, steel, road- 
building materials, and machinery, and in 
motor vehicles themselves. Then too, many 
people who travel by automobile from one 
part of the country to another have prop- 
erty shipped around the country by the rail 
carriers. 


Alabama 


Commission Reopens Transmis- 
sion Line Case 


HE Commission in July authorized the 

Alabama Utilities Company to construct 
a transmission line from Evergreen to Frisco 
City to serve the latter town and other near- 
by communities. The Commission adopted 
the novel plan of prescribing a rate which 
the Commission said was available to the 
residents of the territory if the Alabama 
Utilities Company would purchase power 
from the Alabama Power Company, which 


has a transmission line near Frisco City. 
The Alabama Utilities Company objected to 
this feature of the order, and upon its ap- 
plication the Commission has granted a re- 
hearing. 

The Alabama Power Company had inter- 
vened in the proceedings and offered to sell 
to the utilities company current at its whole- 
sale rate. The Commission gave the com- 
pany the right to construct the transmission 
line if it desired, but stated that the rate to 
serve the cities should not exceed the rate 
made available through this offer of the 
power company. 


Distriét of Columbia 


Valuation of Several Utilities 
Expected 


incE the Public Utilities Commission or- 

dered a revaluation of the street car com- 
panies in the Capitol City, an exhaustive in- 
vestigation of the values of other utility 
corporations in the District has been pre- 
dicted, according to the Washington Star. 
The revaluation of the Washington Railway 
& Electric and the Capital Traction Com- 
panies was ordered following a court de- 
cision that the Commission should not have 
prevented an increase in fares indicated rea- 
sonable when based upon an old valuation, 
since the Commission could have revalued 
the property. 

Now the Commission, says the Star, is con- 
sidering a proposal to revalue the properties 


of the Potomac Electric Power Company 
and the Washington Gas Light Company as 
well as the street railways. The Chesapeake 
& Potomac Telephone Company may be 
spared a revaluation for some time, at least 
until the installation of its dial system in the 
District is completed. 

A new valuation of the traction companies 
is desirable not only for the purpose of fix- 
ing fares, but because of the possibility of a 
merger which has been agitated for some 
time. 

Under the District law the cost of a val- 
uation is assessed against the company. The 
assessment of the cost of the traction re- 
valuation is said to be the first step for the 
Commission. This charge is amortized and 
charged to operating expenses. Public hear- 
ings will then follow and the Commission 
will fix the new value. 


e 


Georgia 


Rate Revision in Prospect for 
Power Company 


Te Commission has directed the Georgia 
Power Company to show cause on Sep- 


tember 16th why rates now being charged 
for wholesale industrial power, as well as 
for central station and municipal power, 
should not be revised and uniform rates pre- 
scribed to apply throughout the territory 
served by the company. 
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Last year the Commission made extensive 
revisions in residential and commercial rates. 
It then began a study of wholesale industrial 
rates and rates to municipalities. Concern- 
ing this investigation the Commission has 
made the statement that— 

“The Commission finds that there is com- 
plete lack of uniformity of rates for this 
class of service, and it is the purpose of the 
Commission, if practicable to do so, to pre- 
scribe rates for the wholesale service that 
will be the same to all customers served by 
the Georgia Power Company, thus bringing 
about uniformity, which is very desirable 


within itself, and, at the same time, remove 
any discrimination that may exist under the 
present adjustment by placing all customers 
on a parity. 

“The present apparent chaotic condition is 
due to the merging of the rgia Power 
Company with various independent and mu- 
nicipal plants, most of which were charging 
different rates from the original Georgia 
Power Company. These mergers, however, 
have warranted complete revision of the 
rates, and, at the same time, making material 
reductions to a large part of the company’s 
consumers.” 


= 


Illinois 


Telephone Franchise Ordinance 
Awaits Mayor’s Approval 


HE new telephone franchise approved by 

the Chicago city council is now in the 
hands of Mayor Thompson. There has been 
considerable speculation as to whether he 
would veto it or not. He left the city early 
in August for his vacation on the Atlantic 
seacoast without telling what he would do 
about it. 

There is a fund amounting to $2,500,000 
which the telephone company will pay to the 
city when, and if, the franchise becomes ef- 
‘fective. In view of the financial condition of 
the city this has been looked upon as a very 
desirable amount to receive. 

One of the objections which has been 
voiced against the new telephone franchise is 
that it does not require the telephone com- 
pany to pay for the cost of moving its facili- 
ties when the subways are constructed. The 
telephone company argued that it should be 
required to make payment on the same basis 


as other public utility companies, and the mat- 
ter was left for future disposal by putting 
the company in the same class as the other 
utilities when it comes to paying for subway 
construction. 


— 


Cheap Fares to Fight Busses 


T= Chicago & Alton Railway, according 
to the Chicago Tribune, proposes to fight 
the bus lines with their own weapons—c 
fares. This was the announcement of W. G. 
Bierd, president of the Alton. 

An application was to be filed with the 
Interstate Commerce Commission seeking 
permission to lower the rail passenger rates 
between Chicago and St. Louis to a level 
with the bus fares. It was planned to oper- 
ate one reduced fare train each way daily 
to meet the bus competition. The train will 
consist of day coaches and a café car, of- 
fering a type of accommodation somewhat 
similar to the de luxe busses. 


e 


Indiana 


Drought Holds Up Action on 
Rate Application 


HE Commission has decided to hold in 

_ abeyance for ten months a rate increase 
petition of the Southern Indiana Telephone 
& Telegraph Company and the Ladoga Tele- 
phone Company on account of the drought 
and other conditions causing distress in 
Southern Indiana. 

The regulatory body, in its own words, 
feels that “this economic condition in this 
section of the state is such, on account of the 
drought being so long and continued, that it 


has no parallel so far as this state is con- 
cerned, that to increase telephone rates at this 
time would be wholly unwise, unjustifiable, 
and a great hardship upon the people inter- 
ested in this cause.” 

Chairman John W. McCardle said that he 
was aware that perhaps on the basis of valu- 
ation the companies would be entitled to 
higher rates, but that he believed the Com- 
mission would be aiding the utilities to re- 
tain their patrons by not granting the in- 
creases now. Commissioner Frank T. Single- 
ton, however, expressed the view in the La- 
doga case that the rate increase should have 
been denied. 
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Kansas 


Lower Gas Rates in Wichita 


72 Wichita Gas Company, acting under 
the authority of the Public Service Com- 
mission, has reduced its rates to a figure 
which will, according to the Wichita Eagle, 
mean a saving of approximately $40,000 a 
ear to the gas users of Wichita. This, says 
W. R. Phipps, manager of the Wichita Gas 
Company, in announcing the reduction, will 
mean that the company will be earning 
$90,000 a year less than the courts say it is 
entitled to earn on a basis of the valuation 
which has been approved by the courts at 


7 


an amount a little in excess of $2,500,000. 

The attitude of the company is that it de- 
sires to end the long drawn legal battle which 
has been fought for months against the pres- 
ent rates. 

The city thus far had been unsuccessful in 
its opposition. Rates formerly fixed by the 
Commission had been taken into the courts, 
and there were held to be confiscatory. The 
company will now try to bring its earnings 
up to an adequate amount by encouraging a 
large increase in the gross business. This, it 
has been intimated, would also pave the way 
for further reductions in rates. 


Maine 


Receivership Sought for Utilities 
Which Were Denied Merger 


IGHTEEN small Maine electrical and wa- 

ter companies included in the holdings of 
the Atlantic Public Utilities, Incorporated, 
system are involved in proceedings brought 
by the parent holding company, the Eastern 
States Public Service Corporation, to have 
receivers appointed. The Maine State Water 
and Electric Companies last year asked the 
Commission to approve the issue of $2,000,- 
000 additional of securities in connection with 
a consolidation plan involving these and sev- 
eral other similar companies, but this was 
denied. The receivership proceedings, ac- 
cording to the Portland News, are believed to 


be of a friendly nature and seeking some 
new operation set-up. 

The proceedings are directed against the 
Atlantic Public Utilities, Incorporated, the 
Atlantic Public Service Associates, Incorpo- 
rated, and the North American Water Works 
& Electric Corporation. The complainant, 
the Eastern States Public Service Corpora- 
tion, alleges that these companies are insol- 
vent and unable to meet their debts as they 
fall due and that receivers are necessary to 
preserve the assets of the corporations for 
the benefit of creditors and stockholders. The 
defendant corporations have filed answers ad- 
mitting the allegations and consenting to the 
appointment of receivers. 

These related companies supply several 
communities with water and electric service. 


e 
Massachusetts 


Electric Street Lighting Rates 
Are under Attack 


oe towns served by the Worcester 
Suburban Electric Company have joined 
forces to secure lower commercial and street 
lighting rates for their communities, says the 
orcester Post. Particular attention is being 
given to the refusal of the company to in- 
stall lights in homes in the outlying sections 
unless the towns will appropriate money to 
install street lights in these same sections. 
A variation in charges in the different 
towns served by the company is reported. 
Some of the towns have a 5-year contract 
with the company. Others pay the company 
according to the spacing of poles and the 
hours of service. — of the towns oper- 
ate on midnight schedules, others have an all 


night service, and others have a service which 
terminates at one o’clock in the morning, with 
a “moonlight” clause in the contract. 

Representatives of these towns say that 
many of the home owners in the outskirts are 
obliged to sign a 5-year contract to use a spe- 
cified amount of current each month for the 
period of the contract, while the town con- 
tinues to pay “a heavy toll year after year 
for street lights which benefit no one.” 

Since the reduction in rates of the Edison 
Illuminating Company in Boston from 83 to 
74 cents per kilowatt hour, Mayor Curley has 
stated that he is hopeful that the Commission 
might also grant a reduction in rates for 
street lighting, and he has instructed the cor- 
poration counsel to consider the advisability 
of taking action in the near future with a 
view to securing a reduction in the rates 
for this class of service. 
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Central Labor Group Asks for 
Lower Telephone Rates 


HE executive board of the Boston Central 
T inter Union is seeking a reduction in the 
rates charged by the New England Telephone 
& Telegraph Company in Massachusetts. 


This, according to the newspapers, is based on 
the fact that since the dial system has been 
installed, making the subscriber transmit his 
own calls, the company can now maintain 
service for 30,000 subscribers in certain ex- 
changes with about 200 employees, where be- 
tween 1100 and 1200 operators were required 
under the old manual system of operation. 


Missour1 


Kansas City Car Fares 


ne Kansas City Public Service Company 

has been seeking an increase in fares, and 
in this connection several hearings have been 
held by the Commission. The company wants 
a 10-cent fare and the city officials have been 
opposing this. 

Objection was raised by city attorneys at 
one of the hearings that only three members 
of the Commission were present. Chairman 
Stahl overruled the objection with the state- 
ment that while the case might be heard by 
only one member, or only by an examiner ap- 
pointed for the purpose, yet the entire Com- 
mission could and would participate in the 
ruling that disposed of it: 

The subject of valuation occupied much of 
the time of the Commission. The appraisal 
by Commission accountants and engineers, ac- 
cording to the Kansas Journal-Post, fixes the 
valuation between $32,000,000 and $33,000,- 
000. The city was expected to insist that the 
tax assessment, amounting to only $12,010,- 
225, should be considered. An attempt was 
also made to show that the Federal court in 
a foreclosure sale, some time ago, fixed the 
value of the property at $8,000,000. The Com- 
mission allowed the introduction of this evi- 
dence with the announcement that it would 
tule in its report as to its bearing on the 
tate-making basis and its admissibility. 

Those present at the hearing on August 7th 
were surprised when W. A. Paton, associated 


with Dean Henry E. Riggs, an expert called 
in by the city, proposed a 10-cent fare for 
the casual rider, two tokens for 15 cents, the 
elimination of 14 alleged nonpaying street car 
lines, the substitution of busses, and the elimi- 
nation of all bus lines that compete with street 
car lines, 

At one of the hearings, John V. McKinney, 
vice-president, testified that it cost the com- 
pany $2,104,372 to convert its 740 stveet cars 
into one-man cars, but he declared that this 
expenditure was justified because it brought 
about a reduction of operating expenses of 
$600,000 annually. 

Dean Riggs testified that reproduction cost 
should be considered, with special weight be- 
ing given to reproduction where conditions 
are similar, in ascertaining the present value. 
He said that little weight should be given to 
the rolling stock of the company, the average 
life of the equipment being in excess of 
twenty years and many of the cars being 
obsolete. He said they would not be wanted 
even if they could be reproduced. 

On the question of a 10-cent fare, he ex- 
pressed the opinion that an increase might re- 
sult in a decrease in patronage that would 
more than offset the results from the increase 
in rates, and the company would sustain a 
loss through decrease in the number of its 
revenue passengers. 

He said that consideration must also be 
given to the actual investment of the present 
owners of the property. 


New Jersey 


New League Organized 
to Combat Fares 


a enthusiastic meeting of the North Hud- 
44 son Transit Betterment League, accord- 
ing to the Union City Courier, was held on 
August Ist at which there were present rep- 
resentatives of several clubs and civic organi- 
zations. This new association has joined the 
forces of those who are opposed to higher 
fares on the trolleys and busses of the Pub- 


lic Service Co-ordinated Transport lines. 

Other organizations in the state have also 
joined the opposition. 

Formerly there was a 5-cent fare for trans- 
portation but this was increased about a year 
ago when a temporary tariff providing for 
tokens and cash fares was filed with the Com- 
mission and allowed to go into effect. Moves 
were made to secure court orders blocking the 
increase, but without success. Now the Com- 
mission has before it the question of fixing a 
permanent fare. 
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Squabble with Company Threat- 
ens Tenants’ Water Supply 


T= Hackensack Water Company on Au- 
gust 5th shut off the supply of water to 
four buildings owned by Joseph D. Low, 
president of the Union City Non-Partisan 
Rent and Taxpayers’ Association, because of 
his failure to pay a year’s back bill. But the 
plight of the families occupying these build- 
ings during the period of intense heat was 


such that the company turned the water on 
again the same day. 

Mr. Low threatened to seek an injunction 
to insure a continuance of water. The Jer- 
sey City Journal states that, according to Low, 
his water bills jumped from $5.20 a quarter 
average to as high as $61.54 for one quarter, 
when the company without his permission 
changed the meter. The matter, he said, was 
referred to the Public Utilities Commission, 
which upheld the company, but he still re- 
fuses to pay his bill. 


= 


New York 


Franchise of Horse-Car Days 
Held to Govern 


. i city of Yonkers in opposing an 8- 
cent fare for the Third Avenue Railroad 
Company contends that franchises granted to 
the company in the old horse-car days be- 
fore the Public Service Commission had been 
organized give the city control of fares in- 
stead of the Commission. These franchises 
specify a 5-cent fare. 

The position of the city is that this 5-cent 
fare provision assumed that if an increase 
ever should be sought, the city alone had the 
power of approving or denying the applica- 
tion. Since 1907 the Public Service Commis- 
sion has had the power to approve fare in- 
creases without a city’s consent. Part of the 
franchises, however, were granted after 1907, 
and the city admits that lines governed by 
them would come within the jurisdiction of 
the Commission. 


* 


Office Building Owners Object 
to New Electric Rates 


ne of the features of the opposition to 

the reduced electric rates offered by the 
New York electric companies, under sched- 
ules which would include service and demand 
charges with a 5-cent kilowatt hour rate, is 
the statement that more than 500,000 tenants 
of commercial buildings to whom electric cur- 
rent for lighting and small appliances is now 
supplied free by the owners might swell the 
revenues of the companies by approximately 
$1,000,000 a year. 

Building owners have protested against the 
new rates because, they say, the cost of light- 
ing offices would be raised in some instances 
from approximately 14 cents a month to more 
than $2 under the proposed schedules. The 
companies have insisted that these small users 


do not pay enough at present under straight 
consumption rates to meet the cost of serving 
them, and that other customers who use larg- 
er quantities of electricity have to carry them. 

Submetering companies are objecting to the 
new schedules because it will cut their mar- 
gin of profit in the resale of current to ten- 
ants. 

Hearings on the rate schedules opened be- 
fore the Commission on August 12th, at 
which time Chairman Milo R. Maltbie de- 
clined to grant an adjournment for a month 
requested by some of the opponents of the 
new rates. Corporation Counsel Arthur J. 
W. Hilly, representing the city of New York, 
according to the New York Times, has an- 
nounced his intention of fighting for a flat 
5-cent per kilowatt charge for residential con- 
sumers without a separate service charge and 
with rates grading down to 2 cents per kilo- 
watt for the larger business consumers. 


* 


Monophone Charge Scrutinized 


} rane of the Jamestown Telephone Cor- 
poration came under the scrutiny of 
Commissioner Burritt at a hearing on August 
8th. Special attention was directed to the 
charge of 25 cents a month for the mono- 
phone, or so-called cradle type of telephone 
instrument. 

Telephone company representatives, in de- 
fense of this charge, state that no subscriber 
is required to take this special equipment and 
that the company cannot adopt it as standard 
and prefers not to install monophones in their 
present state of development even at the in- 
crease in rates of 25 cents per month. This 
is because the instrument is not yet perfected, 
according to the company, but is still in a 
state of development. The first cost of such 
instruments is said to be about one-third 
more than the standard desk sets, and they 
are declared to be more expensive to main- 
tain. 
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Ohio 


Cleveland Experiments with 
Low Zone Fares 


HE city of Cleveland has been trying out 
: 2-cent zone fare on one street car line 
and is now considering a general 3-cent zone 
fare proposal. Under this plan a 3-cent fare 
would be charged in the first zone and an 
additional cent for each succeeding zone. 
Three resolutions were before the trans- 
rtation committee of the city council when 
it met on August llth. They included a pro- 
posal to extend zone fares to all lines within 
the city; legislation extending for another 
thirty days the 2-cent zone experiment, with 
a proposal to increase the zone rate from 2 
to 3 cents; a resolution directing the mayor 
and law director to take steps toward giving 
city control over rates, transfers, and stops 
on the Cleveland Interurban Railway Com- 
pany lines as provided by the terminal ordi- 
nance of 1919. : 
The zone plan, as outlined, would require 
a passenger upon entering a car to obtain a 
ticket with the zone of entry punched on it; 
then as he left the car the conductor would 


collect 3 cents for the first zone and the ex- 
- 1 cent for each zone traveled by the 
rider. 


* 


Telephone Company Lenient 
Because of Distress 


Te Cincinnati & Suburban Bell Telephone 
Company has asked the Commission for 
authority to continue service to rural tele- 
phone subscribers upon payment of one-third 
of the usual monthly rates, the remainder to 
be paid in two installments when the sub- 
scribers are able to do so. This is in recog- 
nition of the economic distress prevailing in 
rural Ohio. 

Commissioner John W. Bricker, according 
to the New York Jnvestment News, said that 
the request was the first of its kind in the 
history of the Ohio Commission, and would 
be granted immediately with only the impo- 
sition of such safeguards as may be necessary 
to protect subscribers from any hardship 
through restoration of the usual rate system 
without due notice. 


e 


Oregon 


their own transportation, built their own 
houses, raised their own food, made their 


Misunderstanding Declared to 
Be Cause of Criticism 


OMMISSIONER H. H. Corey, in a statement 

reported in the Portland Oregonian, de- 
clares that much of the criticism leveled at 
the Oregon Commission and other similar 
regulatory bodies is due to misunderstanding 
on the part of the people of the state, and 
is not justified. The statement continues as 
follows : 

“I fully realize that any attempt to inform 
the public concerning the subject of state reg- 
ulations of public service companies will be 
branded as propaganda, particularly by those 
who are opposed to having the facts known. 

“I candidly admit that under our present 
Public Service Commission laws and the all 
too frequent change in the personnel of the 
Commission regulation has not been as com- 
plete as was expected or desired, but this can 
easily be remedied by proper amendments to 
the law and by sufficiently equipping the Com- 
mission financially to do the work the public 
expects of it. 

“Statistics show that a century and a quar- 
ter ago wo of the American people lived on 
farms. Communication between persons and 
localities was very limited. They furnished 


own clothes. Their water supply came from 
their own wells or springs and they had very 
little need of government to protect these 
simple rights from encroachment by their 
neighbors. 

“Now, the vast majority of our population 
live in great cities and derive water, food and 
clothing, light, and other means of livelihood 
from far distant supplies. Our individual 
rights to live and the free pursuit of our vo- 
cations are now intertwined with the count- 
less similar rights of a multitude of our fel- 
lowmen living under similar conditions. For 
the protection of these interwoven rights we 
now have to depend upon government regu- 
lations to a far greater extent than did our 
great-grand fathers. 

“The oft-repeated statement by the unin- 
formed, that the Commission allows a return 
on watered stock and excessive franchise val- 
ues is not true. Stocks and bonds are prac- 
tically disregarded and only such franchise 
value allowed as corresponds with the actual 
legitimate expense of securing the franchise. 
This franchise value is infinitesimal compared 
to the value of the entire plant. 

“State regulation of public utilities is a 
matter which has become firmly fixed as a 
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branch of state government and one that will 
not be permanently relinquished by the states 
for the reason that regulation has been given 


a thorough trial during the past twenty-three 
ears and has not been found wanting by the 
informed public.” 


Pennsylvania 


P. R. T. Taxicab Operations 


ce taxicab operations of the Philadelphia 
Rapid Transit Company, says the Phila- 
delphia Bulletin, were under fire before the 
Commission on July 29th when the legality 
of the existence of the Cunningham Cab 
Company owned by the Philadelphia Rapid 
Transit and Mitten interests was attacked 
before the Commission by the Public Service 
Cab Association. 

There was testimony that the 10 cabs listed 
by the Philadelphia Rapid Transit as owned 
by the Cunningham Company are operated 
and owned by the Yellow Taxicab Company. 
For that reason it was urged that the Cun- 
ningham Company’s application for a certif- 
icate for cab operation be denied. 

It was testified in behalf of the Cunning- 
ham Company that this organization has a 
separate existence from the Yellow and other 


Philadelphia Rapid Transit subsidiaries, and 
that the 10 cabs which are listed as owned 
by the Cunningham are really registered in 
the name of the latter company. 


¥ 
Scranton Electric Rates Probed 


gh final hearing on charges that rates of 
the Scranton Electric Company are ex- 
cessive was before the Commission for hear- 
ing on August 12th. The Scranton Times 
reports that the company’s records as intro- 
duced before the Commission showed that on 
a $24,900,000 valuation its net revenue in 1929 
yielded more than 15 per cent. 

The Scranton Commercial Association has 
advanced the contention that the rates for 
power and street railway consumption are so 
low as compared with the commercial rate 
that this constitutes unjust discrimination. 


West Virginia 


Water Power Rights 


nee opposed to the granting of Cheat 
river water power rights to the West 
Virginia Power & Transmission Company, a 
West Penn subsidiary, have appealed from the 
decision of the Public Service Commission 
granting these rights to the Kanawha county 
circuit court. 

The Commission granted the power com- 
pany a license for 8 of the 13 dams including 
two storage dams and 11 power dams which 
had been applied for. 

The court may hear all of the evidence 
anew on the appeal, and new evidence may be 
introduced, but the record of the Commission 
hearings is also certified and may be used in 
the circuit court. The Charleston Mail re- 


ports that attorneys for those appealing from 
the Commission order have asked the privi- 
lege of arguing only the questions relating to 
the constitutionality of the Water Power Act 
in the first place. This paper suggests that 
the whole case will be submitted later in the 
form of the record from the Commission and 
depositions of new witnesses, following which 
arguments would be heard on both sides. 

An amended application, according to the 
Charleston Gazette, has been filed with the 
Commission by the West Virginia Power 
Company to include two proposed water 
power developments instead of one in three 
southwestern counties at a total estimated 
cost of $23,026,000 and to develop 199,000 
horsepower. This undertaking is known as 
the Bluestone Project. 





The Latest Utility Rulings 


CALIFoRNIA ComMISssION: Re Harm. (De- 
cision No. 22594, Case No. 2839.) A motor 
carrier was directed to cancel certain propor- 
tional rates unless an order to continue them 
in effect should be obtained. The Commis- 
sion held that the establishment of joint 
through rates between two motor lines oper- 


ating under separate certificates is in effect 
an enlargement of existing rights, and may 
not be published without effective authority 
having been first obtained. 


Ca.trorN1A Commission: Re Snow Moun- 
tain Water & Power Co. (Decision No. 


312 





PUBLIC UTILITIES FORTNIGHTLY 


22603, App. No. 16305.) In granting au- 
‘horkky ig the Snow Mountain Water & 
Power Company to transfer properties to 
the Pacific Gas & Electric mpany, the 
Commission ruled that where a utility can 
earn a reasonable return on the historical 
cost, and where the market value approxi- 
mates historical cost, such utility, when it 
pays less for the properties than historical 
cost, should be permitted to credit the dif- 
ference to profit and loss accounts. 


CALIFoRNIA COMMISSION: Redwood v. Pa- 
cific Gas & Electric Co. (Decision No. 
22612, Case No. 2790.) In directing the 
utility company to file a schedule of rates 
applying to the delivery of energy to mu- 
nicipalities at one point for all such municipal 
uses as the respective municipalities may de- 
sire to make of such energy, the Commission 
ruled that where municipalities desired to 
provide the facilities necessary to enable them 
to purchase their total supply of electricity at 
one point they should be permitted to do so. 


CatirorNIA CommMIssION: Re Pacific Gas 
& Electric Co. (Decision No. 22633, App. 
No. 16393.) In approving the establishment 
of natural gas rates, the Commission held 
that the service charge was the most equita- 
ble and just form of rate, in that it more 
properly allocates the costs of service among 
consumers than does the so-called minimum 
or block form of rate, and it was accord- 
ingly approved. 


Missourt CoMMISSION: Collins v. Union 
Electric Light & Power Co. (Case No. 
6721.) The complainant in this case suf- 
fered a discontinuance of service because of 
unlawful diversion of current on his prem- 
ises. The Commission ruled, however, that 
the utility should make some definite pro- 
vision for the restoration of service discon- 
tinued under such circumstances, and in the 
absence of such definite provision it could 
not refuse to restore service on terms that 
were just and fair. The utility was ordered 
to restore service upon the agreement of the 
consumer to defray the cost of installing an 
electric lock box for his meter plus a reason- 
able charge for disconnection and reconnec- 
tion, as well as just compensation for the 
current diverted. 


Missournt Commission: Re Interstate 
Transit Lines. (Case No. 6602.) It is un- 
necessary for all Commissioners to be pres- 
ent for the evidence submitted in proceed- 
ings before them. A motion for rehearing 
on this ground was denied. (Reviewed in 
this issue.) 


Oxt0 Commission: Re Logan Gas Co. 
(Nos. 189, 190, 191, 192.) The Commission 
found a value for leases on gas lands belong- 


ing to a natural gas company. 
in this issue.) 


Orecon Commission: Re. Portland Elec- 
tric Power Co. (U-F-527, U-F-528, Order 
No. 1851.) In directing a substantial re- 
duction of rates based on a new finding of 
value, the Commission ruled that the prudent 
investment basis of public utility valuation 
with appropriate modifications to conform 
with the expressed rule of the United States 
Supreme Court “presents the fairest and most 
equitable basis for rate adjustments and is in 
the interest of the public and the utility as 
well.” A new valuation was achieved by add- 
ing appropriate amounts for additions and 
betterments to a valuation of 1916, which the 
order stated was based “substantially on a 
prudent investment basis, slight departures 
—_—, being made only as required by 
aw.” 


SoutH CarRoLINnA SuPpREME Court: O’Neal 
v. Citisens Public Service Co. (Case No. 
12951.) <A telephone utility was required to 
pay damages for the disconnection of service 
to a subscriber on account of a dispute over 
his bill and also for its refusal to permit 
him to use its service at a public pay sta- 
tion. (Reviewed in this issue.) 


(Reviewed 


Unritep States District Court: Minneap- 
olis Gas Light Co. v. Minneapolis. In deny- 
ing a temporary injunction to restrain the 
enforcement of a city ordinance fixing maxi- 
mum gas rates, the District Court found that 
the rates so fixed were not so clearly con- 
fiscatory as to warrant interference with 
them pending litigation that would determine 
the value of the property involved and the 
amount of return required thereon. In the 
absence of such a showing of confiscation 
the court felt that it was not justified in 
restraining the enforcement of the ordinance 
because of the alleged discrimination that 
would result between the various classes of 
the utility’s consumers, or because it would 
be required to abandon flat rates and adopt 
step or block rates. 


WISscoNSsIN SuPREME Court: Allen v. Rail- 
road Commission. (231 N. W. 184.) In 
sustaining an order of the Wisconsin Com- 
mission requiring physical connections be- 
tween two telephone companies pursuant to 
statute and not according to a former con- 
tract between the two companies, the court 
held that the Commission had no authority 
to require one telephone company to con- 
tinue to furnish connections to subscribers 
of another competing company originally 
commenced under a contract approved of by 
the Commission where the former company 
had exercised its right reserved to it under 
the terms of said contract to terminate the 
agreement. 


Nore.—The cases above referred to will be published in full or abstracted 
in Public Utilities Reports. 
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Inter-Utility Supply Transactions Do Not Require 
Service to Competitors 


RIVATELY owned utilities on the 

West Coast won a victory before 
the California Commission when the 
recent complaints of the municipalities 
of Fairfield, Mountain View, and 
Stockton, seeking an order requiring 
the Pacific Gas & Electric Company 
and the Great Western Power Company 
to render service to them by furnishing 
a power supply for resale purposes 
over competitive municipal distribution 
systems, were dismissed. 

It is, of course, a very well-settled 
principle of law, admitted in this pro- 
ceeding, that a utility is obligated to 
serve all who seek service within its 
territory who conduct themselves prop- 
erly and are willing and apparently able 
to pay for it—with the exception of a 
competitor. A public utility, as a rule, 
is not obliged to render service to its 
competitor. 

But there is also an exception to this 
exemption from the duty to serve a 
competitor. It occurs where a utility 
has already voluntarily dedicated its 
facilities to the service of competitors. 
Naturally enough, the law permits a 
utility to serve its competitors if it 
wants to do so, and compels it to con- 
tinue to furnish adequate service at rea- 
sonable rates where the utility has once 
undertaken this type of service. 

That was the point raised in the Cali- 
fornia case. Had the Pacific Gas & 
Electric Company and the Great West- 


ern, respectively, already dedicated their 
facilities to the rendition of service for 
the wholesale supply of energy to com- 
petitive municipal distributors ? 

The municipalities contended that 
such a dedication had taken place and 
pointed to a contract between the Pa- 
cific Company and the Great Western 
whereby the latter had sold energy to 
the former between 1908 and 1925. 
Other similar contracts between the two 
privately owned utilities were observed. 

The Commission found that these 
transactions did not constitute a dedi- 
cation by either company of its facili- 
ties to the service of competitors gen- 
erally. It was found that such service 
was rendered not as a “matter of right,” 
but as an accommodation to the pur- 
chaser and the disposal of surplus ener- 
gy by the seller. 

A still finer point was made concern- 
ing the filing by the companies of tariffs 
in its rate schedule covering this inter- 
company service. Regarding this the 
Commission held that the mere filing 
of a schedule pursuant to a decision of 
the Commission “applicable to electric 
service to other electric utilities and to 
municipalities for distribution and re- 
sale,” particularly when coupled with a 
refusal to serve competitors thereunder, 
does not constitute a dedication of facil- 
ities to the use of competing systems. 

Vigorous dissents were registered by 
Commissioners Carr and Seavey. 


Full Commission Not Necessary for Valid Orders 


ARD working State Commissions 
H all over the country attempting to 
clear crowded dockets during heat 
waves will be interested in a recent rul- 


ing of the Missouri Commission to the 
effect that neither the law nor the Con- 
stitution requires the full Commission, 
or even a majority of the Commission- 
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ers, to be present during the taking of 
evidence in any cause which it might 
finally decide. 

The point arose on an application by 
the Interstate Transit Lines, a motor 
carrier, for a rehearing of its cause. 
The motion was based on the fact that 
less than a majority of the Commis- 
sioners—two, to be exact—were pres- 
ent continuously during the taking of 
testimony. The carrier contended that 
the absence of a majority of the Com- 
mission did not leave the remaining 
Commissioners in a position to observe 
the witnesses and determine the credi- 
bility of their testimony. 

It was further argued that, by rea- 
son of these absences, the Commis- 
sion’s decision had deprived the appli- 
cant of equal protection and due process 
of law required by the Constitution. 

The Commission expressed surprise 
at this somewhat novel proposition, but 


disposed of it with the statement that— 


“It is often necessary for two or more 
cases to be heard at the same time. Hear- 
ings are held at different parts of the state 
at the same time other hearings are being 
held at the offices of the Commission, and 
sometimes two are heard at the Commis- 
sion’s offices at the same time, one at the 
hearing room and another at the confer- 
ence room. The members of the Public 
Service Commission have many and varied 
official duties which should be attended to 
during the taking of testimony of pro- 
longed hearings, and the public interest 
would not be served by all of the Commis- 
sioners sitting at a hearing, while other 
important matters are compelled to wait. 

“The Commission is impelled to make 
these observations because of the fact that 
the allegations referred to are novel, un- 
usual, and extraordinary and, in view of 
the statutes governing the hearings of 
causes before the Public Service Commis- 
sion, were the cause of some surprise.” 


Oh yes—of course, the motion for 
rehearing was denied. 


e 


The Ohio Commission Attempts to Value 


Natural Gas Leases 


HAT is the rate-making value of 

leases of gas lands to be drilled 
by a gas utility? This question has 
again come before the Ohio Commis- 
sion after that body thought that it had 
settled the matter some months ago. 

The controversy arose when the Lo- 
gan Gas Company wanted to increase 
its rates. In valuing its property, the 
Ohio Commission estimated the value 
of these leases, covering more than 
75,000 acres, at their actual cost to the 
company. The Commission thought 
that cost value for such an intangible 
asset was the only value which should 
be used for rate-making purposes. 
This view was not without support 
from other cases. 

The supreme court of the state, how- 
ever, felt differently about the matter 
and remanded the proceeding to the 

ommission with the instruction that 
“value” and not “cost” should be ob- 
tained. 


What to do now? The Commission 


faced a perplexing problem under this 
mandate, and the theories of the attor- 
neys both for the city and the utility 
did not appear to be clearly defined. 

The utility’s counsel suggested that 
the leasehold rights which permitted 
the lands under lease to be drilled be- 
came real estate and should be treated 
as such in the appraisal for rate-mak- 
ing purposes. (Commissions usually 
value useful utility land at its market 
value in rate proceedings.) The Ohio 
Commission would not assent to this 
ingenious argument. It did not feel 
that the right to take gas under a lease 
could ever become or be called real 
estate. 

The matter was finally settled when 
a former auditor of the company testi- 
fied as to a former estimate by the 
company itself of the value of these 
leasehold rights. The Commission 
stated : 


“We are of the opinion that it is im- 
possible to disregard the long estimated 
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valuation made by the company itself of 
these leases, and the fact that the valua- 
tions at which they were carried upon the 
books were made not on account of addi- 
tional acreage but simply on account of the 
natural enhancement of the acreage by 
reason of the use for gas development.” 


Using these figures as a basis and 


giving due regard to the subsequent 
changes by reason of development and 
diminution of value because of 
withdrawals, the Commission finally ar- 
rived at a figure which may again be 
presented for consideration by the ap- 
pellate court. 


Delinquent Subscriber Recovers Damages When Denied 
Service at Pay Station 


A N interesting decision on the right 
of a telephone company to deny 
service to a subscriber who fails to pay 
his bill has recently been handed down 
by the supreme court of South Caro- 
lina. It appears that M. H. O’Neal, 
of Hampton, South Carolina, disputed 
the correctness of his telephone bill 
rendered by the Citizens Public Service 
Company. 

O’Neal asserted that he offered to 
pay half the bill and to pay whatever 
balance remained after an appropriate 
adjustment of the bill. He also said 
that the company’s agent admitted the 
possibility of error in the account. 

Nevertheless the company discon- 
tinued O’Neal’s service and told him 
that it would not be resumed until the 
bill was paid. He then went to a pub- 
lic pay-station to put in a long-distance 
call and, although he was ready to 
pay the toll in advance, the call was 
refused. Again he attempted to place 
the call through his bank, using the 
good offices of his friend, the cashier. 
Again the call was refused. 

O’Neal sued the company for dam- 
ages not only on account of the discon- 
tinued service, but for the refusal of 
the company to permit him to use the 
public pay station. A jury awarded 
him substantial damages. 

On appeal, the supreme court upheld 
the trial court, dividing the case into 
two courses of action; (1) the injury 
by reason of his own discontinued serv- 
ice, (2) the injury sustained from the 
refusal to permit the use of public pay 
stations. 

On the first point, the court ruled 


that the fact that O’Neal had an honest 

dispute and was apparently acting in 

good faith, made the company’s action 

in discontinuing service unwarranted. 
The court stated: 


“The law in South Carolina is that a 
public service corporation has no right to 
refuse service to a person or to discontinue 
his service when there is then pending a 
legitimate dispute as to the correctness of 
the bill rendered.” 


On the second proposition, the trial 
court had instructed the jury as fol- 
lows: 

“I charge you, gentlemen, that the law 
requires a public service corporation, such 
as this, to render service at the pay station 
whether such person is indebted to them 
or not in any amount. In other words, gen- 
tlemen, the company could not refuse the 
service on the ground that the one that 
offered to pay the cash was a dishonest 
man, and would not pay his debt thereto- 
fore to the company.” 


Discussing and sustaining this charge 
of the trial court, the supreme court 
said: 

“This was a fair and correct statement 
of the law. The plaintiff, although he owed 
the defendant a bill, had a perfect right to 
use the pay station upon tender or offer 
to pay the legitimate toll therefor. Sup- 
pose that a man owed a railroad corpora- 
tion a balance on a freight bill, could such 
corporation refuse to accept a fare ten- 
dered by such person for passage on its 
trains? The plaintiff had a right to use 
the pay stations of the defendant upon pay- 
ment of the legitimate charges demanded 
and the defendant had no right to refuse 
him this service.” 


From a hasty survey of reported au- 
thority these rulings appear to be in 
accord with weight of authority among 
other courts and Commissions. 
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Offensive Attorney Barred from Commission Proceeding 


HE Nebraska Commission has let 
T: be known that it will uphold the 
dignity of its public position. Some- 
time ago Commissioner Randall of that 
board barred an attorney, who pur- 
ported to represent patrons of the Lin- 
coln Telephone & Telegraph Company, 
after he had refused to apologize for 
or retract statements he had made at 
a recent mass meeting at Hastings. The 
purpose of the meeting was to protest 
against proposed increased rates at the 
Hastings exchange. 

The Commissioner became particu- 
larly offended when the attorney 
claimed that he had investigated the 
social relationship existing between 
members of the Commission and officers 
of the telephone company. The lawyer 
had even gone so far as to suggest that 
it was impossible for the “people” to 
get justice in a case before the Com- 
mission involving the Lincoln Tele- 
phone & Telegraph Company. 

The Commissioner admonished the 
offending counselor that his accusations 
had cast a reflection on the honesty, 
ability, and judgment of the Commis- 
sioners, but he refused to retract or 


e 


apologize. He was then told that he 
was out of the case, which was post- 
poned until such a time as the protes- 
tants could obtain new counsel. 

Commissioner Randall stated orally 
that the time had come for the Commis- 
sion to resent publicly such attacks. 
He observed that the Commission was 
a creature of the Constitution, a quasi- 
court, and was vested with certain pow- 
ers by the legislature. Commissioner 
Randall further stated that the people 
should know that Commissioners take 
just as solemn oaths as do judges and 
that contemptuous criticism of Com- 
mission decisions, ascribing improper 
motives to its members, constituted an 
offense that he would no longer sit by 
and witness without attempting to vin- 
dicate the good faith of himself and 
brother Commissioners. 

Incidentally, Commissioner Randall 
pointed out that it is easy to arouse 
public sentiment against a regulatory 
body, because utilities seldom ask for 
rate increases until they are able to 
justify them and the orders that follow 
are used by radicals in order to create 
prejudice. 


Gas Service Charge Fairest Form of Rate 


HE service charge question is one 
which will not down. Those who 
have studied the matter of making a 
fair division of cost among customers 
have generally approved its use; but in 
many parts of the country, owing to 
the hostility of ratepayers, the charge 
has been omitted from rate schedules. 
We now have an opinion by the Cali- 
fornia Commission that the service 
charge form of rate “is the most equita- 
ble and just form of rate, in that it 
more properly allocates the costs of 
service among consumers than does the 
so-called minimum or block form of 
tate.” Commissioner Seavey, speaking 
for the Commission, continued: 


“Under the service charge form of rate, 


a portion of the consumer costs of the 
service is charged directly to each consum- 
er who uses the service and under it each 
such consumer pays at least a portion of 
the cost of his being a consumer; the 
payment of his portion of the cost of serv 
ice as a service charge by the convenience 
consumer relieves the necessity of the pay- 
ment of his deficiency by the other con- 
sumers who use gas in substantial quanti- 
ties in maintaining their homes; it is fur- 
ther obvious that the payment by each con- 
sumer of his portion of the consumer costs 
makes possible a lower unit rate for the 
gas itself, thereby encouraging further use 
of gas.” 


In this proceeding, however, the 
representatives of the cities involved 
had opposed this form of rate on the 
ground that the people of such com- 
munities did not wish it, and the Com- 
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mission temporarily approved a mini- 
mum form of rate in order to give 
more time for the consideration of the 
final form of rate to receive the ap- 
proval of that body. 

Still Commissioner Seavey made this 
pertinent statement: “It definitely 
should be stated that unless the record 


is substantially changed I shall deem 
it my duty to recommend, in the fix- 
ing of permanent rates in this matter, 
principally for the protection of the in- 
terests of the family consumer who 
uses gas in substantial quantities, that 
the service charge form of rate be es- 
tablished.” 


Cross Country Gas Lines Escape Regulation 


HE Wyoming Commission is ap- 

parently the latest regulating 
agency to have presented to it the 
problem of the intimate relationship 
between holding companies, producing 
companies, and distributing companies, 
some of which may be operating in in- 
terstate commerce. This Commission, 
like the Alabama Commission, has ruled 
that it has no jurisdiction over a nat- 
ural gas pipe line company bringing 
gas into the state for sale to a related 
distributing company which is a public 
utility. 

The Cheyenne Light, Fuel & Power 
Company had asked the Commission to 
approve a schedule of rates for the dis- 
tribution and sale of natural gas con- 
veyed from the Amarillo, Texas, gas 
field to customers in Cheyenne. This 
company was buying its gas from the 
Colorado-Wyoming Gas Company, and 
the Commission ordered the latter com- 
pany to produce its books and records 
to show the cost and present value of 
its pipe lines. Attorneys for this com- 
pany then objected that it was not a 
public utility and that it was operating 
across the state line; hence the Com- 


mission did not have jurisdiction and 
could not require it to produce its 
records. 

The Commission concluded that since 
the company was not in the business of 
furnishing gas to the public it did not 
come within the definition of a public 
utility in the state of Wyoming. It was 
said, however, that if the pipe line com- 
pany were both the transportation and 
the distributing agency, it would, not- 
withstanding a part of its business was ° 
interstate, be a public utility and sub- 
ject to the jurisdiction of the Commis- 
sion; but as it was not the distributing 
agency and was engaged in interstate 
commerce solely, it was not subject to 
regulation by the Commission. 

This was declared by the Commis- 
sion, however, to be an unfortunate 
condition which could be rectified only 
through congressional legislation. It 
was said that it was quite apparent that 
“legislation should be enacted to pre- 
vent abuses which exist by reason of 
the control of rate making which hold- 
ing companies have acquired through 
their manipulation of interlocking sub- 
sidiaries.” 





Notes from a Politician’s Notebook 


“Att political power is inherent in the people.” 
* x * 


“Ir is the function of the Public Utilities Commissions to protect 


the public.” 
. ee * 


“Pustic utilities make the people pay more for their service than 


they should pay.” 
* * * 


“We demand that the Bill of Rights to citizens in the Constitution 
of the United States be upheld by the courts.” 
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BAILEY FURNACE WALLS 
AGOOD INVESTMENT 
AT LIVINGSTON STATION 


That Bailey Water-Cooled Furnace Walls 
ate a good investment is evident from the 
operating records of many power plants. 
For instance, the following data from the 
Livingston Station of the Staten Island Edi- 
son Corporation; a unit of the Associated 
Gas & Electric Company’s system. 


Boiler No. 1—fired by an underfeed 
stoker—was equipped with Bailey bridge 
and side walls in August, 1927. The op- 
eration of this furnace was so satisfactory 
that within the following two years the re- 
fractory bridge walls of Boilers No. 2, 3 
and 4 were replaced with walls of Bailey 
construction. 


Sectional elevation of Boiler No. 1 at 
Livingston Station, a Babcock and Wilcox 
unit containing 14,500 sq. ft. of heating 
surface. Designed capacity is 171,500 lb. 
of steam per hour at 310 lb. pressure cor- 
responding to a rating of 400 per cent. 











Day by day these Bailey Walls show 
profit on the investment due to reduced 
stoker and furnace maintenance, higher 
boiler efficiency—and a great increase in 
availability equaling one month per year 
for each boiler. Boiler No. 1 was out of 
service for furnace repairs only 6 days dur- 
ing the past two years. All boilers can now 
be operated at higher continuous ratings 
than was practical with the old settings. 


Let a Fuller Lehigh Engineer tell you 
more about Bailey Walls—no obligation 
on your part. 


FULLER LEHIGH COMPANY 
A Babcock &Milcax Organization 
FULLERTON, PENNA. 
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